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“Deltics diversity of assets b}?lps credate
' ° ! consistent shareholder value...”
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To Our]

‘ , .

Sh a r eh O l d e r S -‘ ' Delric Timber Corporauon earned $11.3 nulhon'
$.91 a share, in 2006 Lompared o $14.5 mIHIOH $1.18
1 a share, in 2005, as the stowdown in U.S. housmg Starts

resultmg from higher mortgage interest rates and ]
energy costs negatively impacted the dchcare balance of

I! + ‘ 7
“77%’ dl ?16’ ) Zzy éllﬂd ) t?” 4 ﬂgf/ﬂ . the supply and demand equanon in the lumber marktt

Consequently, lumber prices fell to levels thixt reached:

L « - 10-year lows. Your Companv was not immune to this

, > ' * pressure on prices, and Deltic’s Mills segment experi-
Of your Co mp dﬂ.y § assets snced operating losses during the year, :i was the case

[
| wich most, if not all, other U.S.-based sawmills. The

g ! .7 + central Arkansas housing market was similarly affecred)

CONLY: bﬂ ted 10 our dgl / 1 ty : as seen by a reduction in residential lot sales 1acnwry in,

| otir Chenal Valley real'estate development to pre-2004:

- levels. Managing during difficult economic conditions
such as these is challenging. However, Defuc $ dwers:rv
of assets helps create consistent shareholder xalue, even’
in ever-changmg market conditions. In addition, we '
remain focused on achieving maximum operating
performance, as we agilelv adapt and quick!y'!adjust W |
vartous business environments.

While the markets; for dimension lumber and
. residential real estate lots were Wf:akcmng, other ;
portions of the Company’s operations made positive |
contributions to financial performance for the year.
The planned timing of the sale of the anaual pine :
~sawtimber harvest vohume was adjusted to take advan-
tage of higher stumpage prices in the first half of 2006. .
This allowed the Company to achieve Stablilt\jl in the
e average sales price despite downward pressure 'from the -

From fefs, Ray C. Dilion. Robert €. Nofzn ' - weakened lumber markét, Premium commercial real

- estate tracts in our Chenal Valley dc'velopmen% were

| sold, generating a pretaxi ma 1rgm of $11.2 milllon Red

: Y111 J. Quk Ridge, your Company's real estate development in :

ro rgdCt quzc}é!y to Cl?dﬂges Hort Sprf\gs{ArLansaa,p ha(}i record residential Ent sales.

l Del:Tin Fiber, our 0—pera.ent joint venture to manu-

. - - facrure medium density fiberboard, reported alrecord

N economic co ndl t 10ONs R year of financial performance It is this dwerswy and

; : strength of your Company's assets chat conmbuted to

our agnhty to react quickly to changes in economic

20 h Z [ e Co n!‘ z.z i Z‘ 7 g o | conditions, while connm‘nng to manage for m:}xmuzed '.

shareholder value,
Looking at additional highlights for your |

1 A Company's operations reveals that the core Woodlands

mda ﬂdgf fbr maximize d segment continued its trend of stable carnings 'md cash !
1 ‘ flows ihmughout 2000, reporting $22.5 mllhon in ,
| operating income for the year. We remain committed
\ ” to our stated plan of managing the timberlandsion a

§ bﬂ?f/? Older vdl ue. sustamabie—y:gld basts to p%esegrve the value of o‘ur pine
| sawtimber inventory. As such, we did not mcrease the

| harvest of imber beyond estimated annual growth in

, - | |
' :



order to generate current earnings at the cost of future
operations, as some in our industry seem to do.
During 2006, Deltic leased natural gas drilling rights
for another 11,000 net mineral acres in the area of the
Fayetteville Shale Play, bringing the total amount leased
to approximately 26,000 net mineral acres. This
activity has generated cash receipts in excess of $3.3
million, which are being recognized as income over the
terms of the underlying leases. - These leases will also
provide additional value in the form of royalty income
from any producing wells drilled on these lands.
While vhe Mills segment’s financial results were
negatively impacted by the weak lumber market, there
were noteworthy improvements in operating perfor-
mance at both sawmills during 2006. We are nearing
the complerion of a capital improvement program for
each mill that has resulted in increased hourly produc-
tivity rates and lower log conversion ratios, both of
which serve to reduce per-unit direct manufacturing
cost for lumber. It is also noteworthy that the Mills
segment was able to produce positive cash flow for the
year. We remain focused on the goal of being among
the most efficient, lowest cost producers in a volatile,
commodity-based lumber market environment.

{1 Premium commercial real
| estate tracts sold in 2006
serve @s a catalyst for

, furure growth,

The leeal Estate segment reported 116 residential
lot closingg and sales of almost 35 acres of commercial
real estate properties, including the strategic sale of an
approximately 38-acte tract to an afhliate of RED
Development, LLC for development of an upscale,
lifestyle shopping center ar a key intersection in Chenal
Valley. Deltic has another 1335 acres of commercially
zoned property adjacent to this site. This transaction
will serve zs a caralyst to further increase the interest in
these and other commercial properties in the area. In
addition, we sold a 15-acre site that will be an upscale
condominium development, the first of its kind in

v B C Mo Con

Raberth. Nolan, Chairman

|
|

Chenal Valley. Deltic's real estate operations reported
$13.9 million in operating income for 20006, a 30
percent increase over the year of 2005. We will

The Company adjusted
the timing of sawtimber
harvesting to take
advantage of higher

market prices.

remain focused on achieving maximum returns for the
remaining residential and commercial acreage in
Chenal Valley, while looking for opportunities for
future conversion of selected landholdings into real
estate development ventures, as appropriate.

Del-Tin Fiber experienced a record year in its
financial performance with net income of $5.7 million,
an improvement from the near breakeven year of 2005.
Better operating performance, improved producr mix,
and a strong market for its products were the primary
factors in this improvement. At the time of the writing
of this letter, one of the three areas mentioned, the
MDF marker, has begun to feel the impact of the
reduction in housing starts. We will focus on develop-
ing new marketing opportunities and on achieving
additional operating performance improvements in an
accempr to build on the positive momentum there.

During the second quarter of 2006, we completed
the repayment of the cutstanding balance under our
revolving credit agreement, making the entire $260
million facility available to take advantage of selective,
accretive growth opportunities. We feel thar the
current business environment will result in opportuni-
ties to strategically increase the assets of your Company,
and we will carefully evaluate each opportunity as they
present themselves.

Quickly reacting to the changes that come along,
while striving to maximize the long-term value of our
well-diversified assets is ever-present in our manage-
ment philosophy.

Your continued support is appreciated.

Ray C. Dillon, ‘President and
Chief Executive Officer







A sustainable -yield strategy preserves
t/ae value of our mventory ensurmg future

opemtzom dﬂd ear ﬂlﬂgf

\Woodla nds

] The foundatlon of the Companys
dive{fsiﬁed assets continpes to be the Wood-
" lands segment. Covering over 438,000 acres,
. our }‘Frrlorc than 6,(|)00_| stands of timber
1 proy ide stable eammgs and consistent cash
How In fact, a planned yet flexible timing of
sawi:lmber harvesting allowed the Company
o achieve firmness in the average sales price
desf;i[e a I{N«‘:al«:enéd lumber market.
' We grow more than we harvest. This

if .
management philosophy, based on a

i
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sustainable-ylelid strategy, not only preserves
the value of our inventory, but also ensures
future operatiqihs and earnings from this core
segment of OuI; business.

Diversity in our land holdings has also
begun gencrati ng additional ancillary value
through the Fzglyetteville Shale Play and natural
gas drilling rights on Deltic-owned property.
To date, approx1mately 26,000 net mineral
acres have been leased providing both lease

bonus and royalty income for the Company.




“Proficiency in the mzmaﬁzcmm'ng process
helped drive positive cash flow, even in a
volatile marketplace.”

Mills

The efhcient addition of value to raw
timber product contributes to the
Company’s ability to achieve maximum
operating performance. That's why we are
ever focused on reducing the per-unit
direct manufacturing cost of lumber
production.

Constant improvements through

targeted capital investments in both the

Ola and Waldo mills increased productivity

rates while lowering log conversion ratios.
Consequently as economic forces nega-

tively impacted finished lumber prices,

!
o o
proficiency in the manufacturing process

. L e 1.
helped drive positive cash flow, even in a

volatile marketplace. :

In our medium density fiberboard joint

~ venture, manufacturing expertise a}so

helped achieve record financial per:for—
mance. The ability to meet speciali;zed
market demands with an appropriate
product mix helped mitigate soft sales in

{
other added-value product areas, an

example of multiple assets and agile man-

~agement at work. |
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“‘Commercial land sales demomtmted the power
of the Companys diversified assets. . acting as a
sprmgbmrd for future developmmt

Real Estate

" Higher-and-better-use land is subject to
t}_‘ie same economic and market forces as are
timberlands and manufacturing. The differ-
ence in generating and sustaining value
with land morz appropriate for purposes
ather than timber growing lies with the
type of developmlent for which those lands
are best suited.

Commercial land sales in Little Rock’s
(;hcnal Valley development demonstrated
the power of the ICompany’s diverse assets
by accomplishing sales of almost 55 acres,
J;pproximately 38 acres of which to be
developed into an upscale, lifestyle shop-

ping center. This strategic sale, located at a

key intersection in the heart of the Chenal
community, will act as a springboard for the
future development of 135 additional
commercially: zoned acres, each acre a prime
beneficiary of this commercial sale.
Residential lot closings settled back into
pre-2004 lev:als, as new housing construc-
tion cooled throughout the country. The
Company’s Red Oak Ridge development in
Hot Springs; Arkansas, however, enjoyed
the opening fof a new 54-lot neighborhood,
as well as record residential lot sales, a
tribute to the appropriate development of

selected land holdings in diverse markets.




Fmanaal Review | -

Sc']f_'CtLd Financial ]tnfonmnon

2002+

2006 2005 - 2004 2003
(Thousands of dollars, except per share amounts) E
Results of Operations for the Year f ;

. ; .

Net sales ) . -$ 153,112 168,350 142,017 - 134,915, 104,512
Operating income/(loss) - ,' '$ 18721 26257 23,155 23,857 10,324
Net income/(loss) '$ 11323 14518 11,093 8,194 1 (13,881
Comprehensive incomef{loss)’ $ 11,621 - 14,128 11,205 8,070 | {13,881)

Earnings per common share ) 1 ;
Basic $ 091 118 0.92 0.69 | (1.35)
Assuming dilution $ 089 1.17 0.91 0.69 1 (1.35)
Cash dividends declared per common share $ 030 0.275 L 0.25 0.25 | 0.25
Net cash provided/(required) By ‘ : ! ’
Operating activities $ 39,148 43,125 42,147 44,209 | 32,079
Investing activities '$ (24,234),  (29,015) (15723)  (39,302) l (34,905)
Financing activities ; 3 (5.192) 0 (13,332) (27,252) (4,277) (2,239)
Percentage return on ' , ; 1 ‘
Average stockholders’ equity o 5.5 7.6 - 63 5.0 | (7.7}
Average borrowed and invested capital : 5.6 7.4 6.2 53 | (3.2)
Average total assets ' 35 4.6 | 3.6 2.6 *I 4.3)
Capital Expenditures for the Year ' : , 1\ ‘
Woodlands $ 333 7062 6,686 12,408 } 5,175
Mills ; 8,763 ' 10,732 4,797 3,405 | 3,571
Real Estate ' 15,612 15,379 12,519 11,198 | 15,378
Corporate 59 74 165 211 | 1131

. t : i
5 27,767 | 33247 24167 27,002 | 24237
J l

Financial Condition at Year-End _ K ‘\ :

Working capital ; $ 12710 7,027 6,481 7501 | 2,248
Currenr ratio f 215wl - 1571wl .73 10 1 208w 1 1 l2t0 1"
Total assets ‘% $324266 316,327 307,580 313350 310,276
Long-term debt § 70,000 ' 74,500 83,724 115,056 \ 116,120 !

Stockholders’ equity $207,481 1 198,244 184,091 169,470 162,707

Long-term debt to stockholders | equiry 337wl 376w 466101 6791 714101

* Includes the write-off of the Companys investment in Del-Tin Fiber of $18, 723,000, $11,140,000 nes of relased deferred income taxes of $7,283,000.
. t

|




| Summary

1 Seariscical Data

2006 2005 - 2004 2003 2002
Operating | r'.
Acres owned! \
Woodlands 438,200 437,700 436,300 434,300 431,100
Real Estate 6,300 6,400 ¢ 6,700 5,600 5,700
Woodlands’
Estimared standing pine timber inventories'
Sawtimber (tons) 10,977,600 10,833,700 11,355,500 11,135,600 10,421,000
Pulpwood (rons) 5,180,900 5,403,700 5,622,000 6,032,900 6,113,600
Company-owned pine timber harvested® i
Sawtimber (ron5) 580,316 581,242 578,224 614,477 713779
Averafre sales price (per ton) 45 45 ‘ 40 40 41
Pulpwcod (eons) 416,390 297,694 235,365 305,889 249,709
Avera;;e sales price (per ron) 8 9 i 7 0 6
Timberland sales !
Acres sold 200 45 1,150 4,130 3,418
Averaze sales price (per acre) 1,400 5,300 1,200 2,000 1,000
Mills ”
Producticn i
Annual capacity (MBF)! 390,000 350,000 1300,000 300,000 257,000
Finishf‘;d lumber (MBE) 253,135 265,429 1223,612 215,288 202,803
Pine chips (tons) 324,220 381,835 326,315 303,004 298,127
Lumber sales (M8F) 262,726 276,048 229,407 220,328 199,463
Average sales price (per MBF) 324 369 i 365 310 298
Mill margin (per MBE) (20) 23 ‘ 29 (26) (34)
! h
i‘
Real Estate
Residential lots sold 116 249 290 196 141
Average sales price (per lor) $§ 103,800 78,600 - 72,900 77,600 68,200
Commeicial acres sold 54.9 5.7 ' 4.2 71.8 5
Average sales price (per acre) $ 248,400 945,800 . 226,200 175,000 218,200
Undeveloped acres sold — 6.7 94.0 - 21.9
Averagge sales price (per acre) $ - 64,000 27,700 - 10,000
k \
Stockholder and Employee Data’
Common_l: shares outstanding (thousands) 12,425 12,315 12,208 11,968 11,916
Number of stockholders of record 1,215 1,303 1,539 1,608 1,724
466 479 515 463

Number u‘)f employees

1
At Decemter 31 .

2 . F .
Includes intersegment transfers ar marker prices

313
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D.lrectolrs and Officers i
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Board of Directors

Robert C. Nolan (1)

Chairman

Deltic Timber Corporation

Ei Dorado, AR / Director since 1996

Randolph C. Coley (5)

Parmner

King & Spalding, LLP

Houston, TX / Director since 2007

The Reverend Cannon

Christoph Keller, 111 (3) (4
Episcopal Priest

Lictle Rock, AR / Director since 1996

R. Madisen Muarphy (1) (3) (4)
Managing Member

Murphy Family Management, LLC
El Dorado, AR / Director since 1996

J. Thurston Reach (2) (3) (4)
Retired Executive and Private Investor
Seartle, WA / Direcror since 2000

Robert Tudor, III {5)

Managing Parmer

Tudor, Pickering & Company
Houston, TX / Director since 2007

Company Ofhcers

Ray C. Dillon
President and Chief Execurive Officer

Clefton D. Vaughan

Vice President, Treasurer, and Chief Financial Officer
W. Bayless Rowe

Vice President, General Counsel, and Secretary

Kent L. Streeter

Vice President, Operations

David V. Meghreblian

Vice President, Real Estare

Kenneth D. Mann
Controller

Ray C. Dillon (1)

President and Chief Executive Officer
Deltic Timber Corporation

El Dorado, AR / Director since 2003

0. H. Darling, Jr. (2) (4) N
Division Manager; CroﬂmlDivi:ion, Retired
Georgia Pacific Corporation

Crossetr, AR / Director since 1996

David L. Lemmeon (3}

President and Chief Executive Officer, Retired
Colonial Pipeline .

Las Vegas, NV / Director since 2007

R. Hunter Pierson, Jr. (2) (3) ]

Private Investor

Timberland, commercial real estate,
and securities :

New Orleans, LA / Director since 1999

John C. Shealy (1) (2) (4)

Vice President and General Manager,
Southern Region, Retired

Williamette Industries, Inc.

Ruston, LA / Director since 1996

Committees of the Board

(1) Member of the Executive Commitree
(2) Member of the Audit Committee
(3) Member of the Executive Compensation Committee

|
!

(4) Member of the Nominating and Corporate Governance Commiteee

(5) Commictee assignments to be made at the Board's urganim[iona"l meeting to
be held on April 26, 2007. ,
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D. C. 20549

| | FORM 10-K

(Mark One) -
x] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934

i For the fiscal year ended December 31, . _
: . RECD3B.G
|

OR

. i MAR 1 & 2667
[ ] TRANSITION|REPORT PURSUANT TO SECTION 13 OR, 15(d) OF THE SECU
EXCHANGE ACT OF 1934 1085

ITIES

Commission file number 1-12147

DELTIC TIMBER CORPORATION

(Exact name of registrant as specified in its charter)

, Defaware 71-0795870
(State or olherjurisdict|ion of incorporation or organization) {l.R.S. Employer ldentification Number)
21¢ East Elm Street, . O, Box 7200, El Dorado, Arkansas 71731-7200
(Address of principal executive offices) (Zip Code)

Regis}ranl‘s telephone number, including area code: (870) 881-8400

Securities registered pursuant to Section 12(b) of the Act:
I

Title of each class ‘ Name of each exchange on which registered
. |
' Common Stock, 3.01 Par Value New York Stock Exchange, Inc.
!
Senes A Participating Cumulative New York Stock Exchange, Inc.

Preferred Stock Purchase Rights

Securities rlegistered pursuant to Section 12(g) of the Act: None

i
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes _ No X
Indicate’'by checik mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Act. Yes _ No X

|
lndlcatelby check mark whether the registrant (1) has filed all reports requwed fo be filed by Sectlon 13 or 15(d) of the Securities
Exchanqe Act of 1934 during the preceding 12 months, and (2) has been subject to such filing requirements for the past 90 days.
Yes X 'No

'

Indlcatelby check mark if disclosure of delinquent filers pursuant to ltem 405 of Regutation S-K is not contained herein, and will not
be contained, to the best of registrant's knowledge, in definitive proxy or information statements incorporated by reference in Part Il

of th:s Form 10K or any armendment to this Form 10-K. [X]

Indlcate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See
def‘ nmon of "accelerated filer and large accelerated filer” in Rute 12b-2 of the Exchange Act. {Check one}:
Large a.,celeraled filer _ Accelerated filer X Non-accelerated filer

Indicate by cher%k mark if the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes _ No X

The aggregate market value of the Common Stock held by non-affiliates of the registrant, based on the closing price of the Common
Stock on the New York Stock Exchange as of June 30, 2006, was $320,038,195. For purposes of this computation, all officers,
directors, and 5% benefi cial owners of the registrant (as indicated in item 12) are deemed to be affiliates. Such determination should
not be cleemed an admlssion that such directors, officers, or 5% beneficial owners are, in fact, afﬁllates of the registrant.

| i
Number of shares of Common Steck, $.01 Par Value, outstanding at January 31, 2007, was 12,449,872.

Documents incorporated by reference:

The Refgistrant‘s definitive Proxy Statement relating to the Annual Meeting of Stockholders on April 26, 2007,
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PART |

!trem 1. Business

i

Ir:1trod uction |

J Deltic| Timber Cor:poration ("Deltic" or the "Company") is a natural resources company engaged

p‘irirnaril‘y in the growing and harvesting of timber and the manufacture and marketing of lumber. Deltic owns

';'pproxi.mately' 438,209 aqlres of timberland, primarily in Arkansas and north Louisiana. The Company's
sawmill operations are located at Ola in central Arkansas (the "Ola Mill") and at Waldo in south Arkansas (the
-"Waldo' Mill").! In additionito its timber and lumber operations, the Company is engaged in real estate

developmen
("Del-Tin Fib:

: tin centra"l Arkansas. The Company also holds a 50 percent intérest in Del-Tin Fiber L.L.C.
er"), a joint venture to manufacture and market medium density fiberboard ("MDF"). Delticis a

"‘jalendz'ar-year' company for both financial and income tax reporting.

Wt

lt:ountn
S

The Company is)organized into four segments: (1} Woodlands, which manages the Company's

5I§imberllands; }(2) Mills;, which consists of Deltic's two sawmills that manufacture a variety of softwood lumber
"products; (3) Real Estate, which includes the Company’s three active real estate developments and a related

Yy club operation; al'nd (4) Corporate, which consists of executive management, accounting, information
'ysterr]s, human resources, purchasing, treasury, income tax, and legal staff functions that provide support
services o the operating business units. (The Company currently does not allocate the cost of maintaining

‘lthese support functions to its operating units.)

.‘ The Company's timberlands consist primarily of Southern Pine, known in the industry as a type of
'softwood”. Deitic considers its timberlands to be the Company’s most valuable asset and the harvest of
stumpage to be its most significant source of income; accordingly, Deltic actively manages its timberlands to

fincreafse profductivityfanc'i maximize the long-term value of these timber asséts. The Company harvests timber

from tae timperlands'in accordance with its harvest plans and seils such tinliber in the domestic market or
convelrts it to lumber|in its sawmills. Stumpage supplied to the Company's sawmills is transferred at prices
[ that approximate market. The Company implemented a timberland acquisition program in late 1996. Thus far,

the C:')mpan‘y has focused its acquisition program on timberland in its current operating area. The Company

jalso ir'\itiateq a progrémiin 1999 to identify for possible sale non-strategic timberland and higher and better use

lands.
| | _ . .
The Company's two sawmills employ modern technology in order to improve efficiency, reduce labor

| ! costs, maximize utili,‘zati:on of the timber resource, and maintain high standards for production quality with

| safety being one of the highest priorities. In addition, each mill is strategically located near significant portions

]' of the Company’s tiqhbce:rlands. The mills produce a variety of lumber products, including dimension lumber,
boards, timbers, decking, and secondary manufacturing products, such as finger-jointed studs. These lumber

l prodelcts are sold prlima:lrily to wholesale distributors, lumber treaters, and truss manufacturers in the South
and Midwest and are used mainly in residential construction, roof trusses, and laminated beams. Combined

il annual permitted capacity of the two mills at December 31, 2006, was 390 million board feet ("MMBF"). The

Company's'total finished lumber production was 253 MMBF in 2006 compared to 265 MMBF in 2005 and 224
MMEF in 2004 ;

|
|
i

|
| The Company's real estate operations were started in 1985 to add value to former timberland
J stratr{'agically located in |the growth corridor of west Little Rock, Arkansas. Since that time, the Company has
' beerll develloping Chenat Valley, a premier planned community consisting of 4,700 acres of residential and
commerciql propertries“. The property is being developed in stages, and real estate sales to-date have
consisted primarily of residential lots, which are sold to builders or individuals, and commercial sites. In
addition tojChenal Valley, Deltic has developed Chenal Downs, a 400-acre development located just outside
Chepal Valley, and Reld Qak Ridge, an 800-acre development in Hot Sprihgs, Arkansas. Also, the Company
has disclosed plans for The Ridges at Nowlin Creek, an upscale, 1,170-acre residential development located
just west c1f Chenal Va?lley, featuring state-of-the-art best-management practices to protect water quality in
| | H

|

o 3
|
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response to its site adjacent to Lake Maumelle (see the Real Estate section of this item for further discussion

of The Ridges at Nowlin Creek). |
\

The Del-Tin Fiber plant is located near EI Dorado, Arkansas. Constructlon of the plant was
completed, and initial production began, in 1998 The plant is designed to have an annual capacrty of 150
mrllron square feet (“MMSF“) on a 3/4 inch basrs making it! ione of the largest plants of its type in the world.
MDF! which is used prrmarrly in the furniture, ﬂoorrng, and mouldrng rndustrreslrs manufactured from sawmill
resrduals such as chips, shavrngs and sawdustl pressed and held together by'an adhesive bond.

. From the time productron began at DeI-Trn Fiber in11998 until the fourth quarter of 2003, both
operating and financial performance were below the expectatlons established at the time the decrsron to
construct the plant was made As a result, on Apnl 25, 2002 Deltic announced that Banc One Caprtal
Markets, Inc. had been retained as financial advisor to assrst in the evaluation of strategic alternatrves for the
Company‘s investment in Del Tin Fiber. Subsequently Deltrcs management and Board of Drrectors
completed its review of these strategic alternatives and announced the Company intended to exit the MDF
husiness upon the earliest and most reasonable]opportunrty provided by the market As a result of thls
decrsron the Company's evaluatlon of possible lmparrment of the carrying Value of its investment in the joint-
venture was based primarily upon the estimated 'cash flows from a sale of the Company’s interest durrng 2003
and resulted in a determination that the Company's mvestment was impaired as of December 31, 2002. The
investment was written off to Zero. l !

Due to the Companys commitment to fu!nd its share of any of the facility's operating working capita
needs’ until the facility was able to consistently generate suffrcrent funds to meet its cash requirements or
Deltic’ s ownership was sold, the Company recognrzed Iosses in Del-Tin Fiber equa! to the extent of these
advances during 2003. Forithe year of 2003, such advances approximated the Company's equity share of
losses!for the plant; accordingly, the investment rn Del-Tin Fiber at December 31, 2003, was zero. The
Company also continued to, utilize its management resources to work with Del- Tln s management and the
jornt-venture partner to improve operating performance at the plant. As a result of these rmprovements on
December 11, 2003, Deltlcs Board of Directors revrsed its. rntent regarding the Companys mvestment in Del-
Tin Frber and ceased efforts to sell the Company's interest i |n the joint venture, whlle continuing to focus on
|mprovmg operating and fi nancral results of the plant Due to this decision, the 2003 evaluation of farr value for,
the mvestment was based pnmanly upon the future net cash ﬂows from Del-Tin Frbers operations over the
remaining life of the plant. In 2004 through 20086, lthe Company recorded its equrty share of the operatrng
results of the joint venture, l r i

l

b

l
[
r | |
Forest Products Industry |

l

Dettic is primarily a wood products producer operatrng ina commodrty-based business environment,
with a major diversification in real estate development This. envrronment is affected by a number of factors,
mcludrng general economic condrtlons interest rates, |mports foreign exchange rates housing starts|
residential repair and remodelrng, commercial constructron mdustry capacity and production levels, the
avarlabrlrty of raw material, and weather condltrons Toward the end of 2005 and into the first part of 2006 the
Federal' :Reserve steadrty mcreased the Federal Funds Ratei |n an effort to gradually slow economic growth
and hold inflation in check. These increases, as well as otherpnflatronary factors |srgn|f|cantly slowed housing
starts in'20086. Consequently, the high demand and pricing levels experienced during 2004 and 2005 by the
softwood lumber industry declrned to 10-year lows for some drmensrons during 2006. Given its relative size
and the nature of most commodrty markets, the Company has littte or no control over pricing levels for|its
wood products ! |

r&

Lumber prices have tlrrstoncally been, and \l.vrII remarn volatrle Sawtrmber prices have been more
stable than lumber prices. Over the three years |mmedrately preceding 2005, sawtrmber prices remained
relatively flat. However, durrng 2005, poor weatherlcondrtrons and increased sawmrll production levels|
resulted in increases in average sawtimber prices when compared to 2004. The sawtimber prices during 2006
remarned comparabie to 2005 \

| o
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The scl)uthern .S/, in which all of the Company's operations are located, is a major timber and lumber
producmg region. There are an estimated 209 million acres of timberland in the region, of which
approxrmately 91 mnll:on acres contain softwood, predominately Southern Plne Unlike other major timber-
producmg areas in North rftmenca most of this acreage is privately held. The estimated breakdown of
ownershlp of softwood timberland in the southern U.S. is 83 percent private, seven percent national forest,
and fow percent other publlc Although there can be no assurance, management anticipates that the
southern U.S. timber resource will be subject to strong demand for the foreseeable future and also believes
that thelSouth will have a strateglc advantage over other U.S. tlmber-producmg regions due to regulatory,

geograph:c and other factors.

Woodlands |

The Company owns approximately 438, 200 acres of timberland, pnmarlly in Arkansas and north
III_;ou|S|ana stocked prmmpally with Southern Pine. Management considers the timberlands to be Deltic's most
valuabl= asset and the harvest of this stumpage to be the Company's most sngmf” icant source of income.

The approximate breakdown of the Companys timberland acreage at year-end 2006 consisted of the

followirig:

i _ Acres

! ' Pine fOrest.......cooieiieeee st 202,000
.' ! PINe PIantation ...........c..c.rereererceverieerssirasesnrsersrinne 167,000
| Hardwood forest..........cccovver et 24,000
i j ONBT oot 45,200
| | TOMA ettt e 438,200

I

. The Companys tlmberlands are well diversifi ed by age class. The timberland classified as pine forest
|s pnmanly managed on, ‘an all-aged basis and contains mature timber that |s ready to be harvested over the
next se=vera| years and mcludes stream-management zones. Pine plantatlons are primarily less than 25 years
old W|th the majonty ranglng in age from 10 to 20 years. Because pine ttmber generally does not reach
sawtlmber srze untit it is 20 to 25 years of age, most of the plantations are not yet included in the Company's

pine Si awt|mber mventory

T:mber Inventory. The Company's estimated standing timber mventory is calculated for each tract by
utilizing growth formulas based on representatlve sample tracts and tree counts for various diameter
classmcattons The catculatlon of pine inventory is subject to penodlc adjustments based on sample cruises
and actual volumes harvested The hardwood mventory shown in the followmg table is only an approximation;
theref: are, the physwal quantity of such timber may vary significantly from thls approximation. Estimated
inventory of fstandlng timber as of December 31, 2006, consisted of the following:

Estimated
! Volume
{Tons)
' Pine timber
R 10,078,000
! PUIPWOO ...t e 5,181,000
i Hardwood timber
L T 1 2] o= TR 1,567,000
885,000

Pulpwood ..o
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. The Company's pine sawtimber is elther used in its sawmills or sold to third parties. Products
manufactured from this resource include dlmensron lumber boards, timbers, deckrng and secondary
products used primarily i in residential constructlon Deltic' s hardwood sawtrmber is sold to third partles and is

primarily used in the productron of railroad ties, ﬂoonng, and pallets. Pulpwood consists of logs W|th a
d|ameter of less than nlne inches. Both pine and hardwood pulpwood are sold to third parties for use primarily

in the manufacture of papier 1 l 1 .

Timber Growth. Tlmber growth rate is an |mportant variable for forest products companies|since it
ultimately determines how much timber can be harvested on a sustainable basis. A higher growth rate
permits larger annual harvests as replacement trmber regenerates Growth rates vary depending on speCIes,
Iocatlon age, and forestrylmanagement practrces The growth rate, net of mortaltty for Deltic's Southern Pine
averages five to six percent of standing lnventory per annum The Company considers a 30 to 35 year
rotatron optimal for most pine plantations. l

Timberfand Management Forestry practrces vary by geographic region and depend on factors such
as soil productivity, weather terrain, and timber specues size, age, and stocking. The Company actlvely
manages its timberlands based on these, factors and other relevant information to increase productivity and
maximize the long-term value of its timber assets In general the Company's tlmberland management
lnvolves harvesting and thrnnrng operations, reforestation, cuII timber removal programs and the introduction
of genetlcally improved seedlrngs ! |

Deltic has developed and operates its own seed orchard Seeds from the orchard are grown by third
parties to produce genetically improved seedllngs for plantmg These seedllngs are developed through
selective cross- pollination to produce trees with preferred charactenstrcs including higher growth rates, fewer
llmbs,‘strarghter trunks, and greater resistance to disease. However this process does not involve genetlc
engineering. The seedlmgs are planted in all- aged stands, or asiteis completely replanted in the case of a
final harvest of mature stands During 20086, about 7,000 acres were planted, pnmanly using seedllngs grown,
from seeds produced at the orchard facility, with another apprommately 8,000 acres scheduled to be planted in
2007, as the Company continues to reforest understocked tracts The Company meets or exceeds,in all
malerial respects, the reforestatron recommendatrons of the Arkansas Forestry Commission's Best
Management Practices. In' .addition, the Company has been certified under the Sustarnable Forestry Initiative
("SFI") program with regards toits trmberland management practlces

l

The Company actlvely utilizes commermal thlnntng practrces Thinning operatrons consist of the
selective removal of trees within a stand, usually a plantatlon and improve overall productivity by enhancmg
the growth of the remalnlngltrees while generating revenues!

' l

' The Company‘s srlvrculture program is delsrgned to control undesirable, competitive vegetation in its
forests and to increase plne growth rates and reproductlon Deltic treated about 13,000 acres in 2006 and
15,000 acres in 2005 underlthls program. \ Cod

l

Harvest Plans. Management views the tlmberlands }as assets with substantial inherent value apart
from the sawmills and mtends to manage the tlmberlands on'a basis that permrts regeneration of the
timberlands over time. The Company intends to contlnue to manage the tlmberlands on a sustainable-yield
basis and has no plans to harvest timber on an ongorng baS|s at levels that would diminish its timber lnventory
In 2008, the Company harvested 580,316 tons of pine sawtrmber from its timberiands. Under the current plan
Deltic intends to harvest approxrmately 575,000 tcins of pine sawtrmber in 2007.

The Company's harvest plans are generally deS|gned to project multi-year harvest schedules In
addition, harvest plans are updated at least annually and’ revrewed on a monthly basrs to monitor performance
and to make any necessary modlt" cations to the plans in response to changing forestry conditions, market
conditions, contractual obligations, regulatory Irmlt‘atlons and other relevant factors.

I I
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Since harvest|plans are based on projections of demand, price, availability of timber from other

|

sources, and other facltors that may be outside of the Company's control, actual harvesting levels may vary.
Management believes that the Company's harvest plans are sufficiently ﬂexiple to permit modification in

response to fluctuations ilh the markets for logs and lumber.

Accebs. Sub.star:mally all of the timberlands are accessible by a sysfem of low impact and low
rnainte;nance!roads. Deltic generally uses third-party road crews to conduct :construction and maintenance of
these roads, Iand the Company regularly exchanges access easements and cooperates with other area forest
products companies and the U.S. Forest Service.

} ; .
' Wildlife Management. The Company has an active wildlife management program for its properties.
Deltic leased approxifnagely 422,000 and 414,000 acres to hunting clubs in 2006 and 2005, respectively. The
Company's wildlife' biologist has conducted white-tailed deer management clinics throughout Arkansas. In
addition, Deltic cooperates with federal, state, and private agencies in various wildlife studies. The Company
also works with the Arkansas Game and Fish Commission to re-establish the black bear population in South
Arkansas. i |

C!ie{'rt-l_and Ma:liragement. In addition to managing its own timberlands, Deltic also manages
'timberlands owned by others under management contracts with one-year renewable terms. This program
tprovided harvest plahnir'ig, silvicultural improvements, and maintenance work for approximately 64,000 acres
in 2006. :

Timberiand ,;‘-\cduisiﬁons. The Company implemented a timberland acquisition program in late 1996.
* This ongoing. program i$ designed to enable the Company to continue to increase harvest levels, while
| expanding its timber inventory. In addition, it will allow the Company to majntain or increase the volume of

. logs supplied to its sawmills from its own timberlands, when economically feasible.
| I

, The Compalny '!ntends to continue to focus its acquisition program on timberlands that range from

. fully-stocked to cutover tracts. Unlike other timber-producing areas of North America, most of the timberland
in the:: south'ern U.S.! is privately held, making it potentially available for acquisition. There can be no
assurance that timber properties suitable for acquisition will be identified by the Company, or that once
identified, such properties will ultimately be acquired by the Company.

! l ,
Delltic formgd an acquisition team to implement its timberland acquisition program. Lands considered
for purchase are evaluated based on location, site index, timber stocking, 'and growth potential. Approximately
124,000 acres of strategically located pine timberlands have been added since the inception of the program.

Individual I?nd purchas:,es have ranged from three acres to 21,700 acres. .

La}vd Sa!eg. Ir!1 1999, the Company initiated a program to identify for possible sale non-strategic
timberlands and higher and better use lands. Sales totaled 3,315 acres in 2001; 3,418 acres in 2002; 4,130
acres in 2003; 1,130 al‘cres in 2004; 45 acres in 2005; and 40 acres in 2006.

Le'asing. Ihe!Company also generates revenue from the leasing of hunting, oil and gas, and other
rights on itb timberlands. At December 31, 2006 and 2005, the Company had hunting lease revenues totaling
' $1,599,000 and $1f,525,000, respectively. During 2006 and 2005, the Company had leased net mineral acres
- of approximately 30,700 and 18,300, respectively, and recorded oil and gas lease revenues of $918,000 and

$181,000, respectiJvelir.

Mills | ! |

, The Compan'y's two sawmills are located at Ola in central Arkansas and at Waldo in south Arkansas,

! nee;ir significant pq‘rtio;ns of the timberlands. The mills employ modern te:chnology in order to improve

. efficiency, reduce labor costs, maximize utilization of the timber resource, and maintain high quality standards

of production with|safety being one of the highest priorities. Logs processed into lumber are obtained from the

Company's timberlarm;ds and from public and private landowners. The Company selects logs for processing in
|

-
.
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its mills based on size, grade and the prevalllng market price. The Ola Mill is equipped for maximum

tlllzatlon of smaller dlameter logs, while the Waldo Mill can process both smaIIer and larger dlameter logs.
The m|IIs produce a variety of softwood lumber products, including dimension Iumber boards, timbers,
deckmg and at the larger Waldo Mill, secondary products such as ﬁnger-jomted studs. The lumberjis sold
primarily to wholesale dlstnbutors lumber treaters and truss manufacturers in the South and Midwest and is
used in residential construct|on roof trusses, and Iamlnated beams

Combined permitted annual production capacity of the two mills mcreased from 226 MMBF at year-
end 1999 to 350 MMBF at year-end 2005 with a further i mcrease to 390 MMBF at year-end 2006 follownng the
completion of planned upgrades at both mills. The Company's lumber output decreased during 2006 with
productlon totaling 253 MMBF compared to 265 MMBF in 2005 and 224 MMBF]ln 2004. With the softwood
Iumber market declining in 2006 the Company decided to curtall production, focus on increasing efficiencies,
and reduce controllable manufactunng cost. l .

Caprtai Projects. Deltsc has invested significant capttat in its sawmills in|recent years to mcrease
productlon capacity and effi iciency, decrease costs, and expand the product mlx Major capital prOJects
completed at the Ola Mill over the past several years mclude (1) installation of|a curve-sawing gang and
double-length infeed to |mprove log recovery, mcrease hourIy output, and expand product mix; (2) the
mstallatlon of an optimized edger system to mcrease lumber ' recovery, (3) replacement of the planermﬂl with
a high-speed planermiill and, automated sorting system to lncrease mill output; (4) construction of a small log
processing system which allows for the efficient usage of smaII diameter logs, thus reducing average\log
costs; (5) addition of a bo:ler system and steam dry kilns to increase mill capacny and provide the capability
to produce higher valie lumber; (6) expansion of tog storage capacity to enable increased productlon as
market conditions improve; (?) primary breakdown redesagn and rebuild of the sawmlll processing equlpment
to improve the infeed of Iogs and overall flow of green Iumber and (8) installation of a stick laying stacker to
|mprove flow of lumber through the plant. ] . '

‘At the Waldo Mill, major capital projects completed over the past several \years include:
(1) mstallatlon of a curve- sawmg gang to |mprove[tog recovery, increase hourly output and expand product
mix; (2) installation of a new edger and optimizer.to improve \recovery (3) mstallatlon of alog optlmlzatron
system to improve lumber recovery, 4) extensmn of the green lumber sorter to increase sawmill throughput
{5) addition of fi nger—;omhngifacnlltres which utlhzes short- tr|m|materzal that would normally be waste;
(6) construction of a,new high speed planermill and automated sorting system that provide the finishing
capacity necessary {o operate two shifts at the sawmttt (" lnstallatton ofa second tog debarker in order 10
further improve hourly throughput capability, (8) an additional boiler and an upgrade of the lumber drying kilns
to mcrease the mill's lumber drying capacity; and (9) addition|of an automatic stick- -laying system.

1 |

' Raw Materials. In 2008, the Company's two sawmills processed 1,102, 832 tons of logs, obtained
from either the timberlands or purchased from pUb|IC and pnvate landowners. The timberlands supplled 47
percent, or 520,333 tons, of the mills' raw material recelpt requnrements while thejmills obtained 90 percent of
the 580, 316 tons of pine sawhmber harvested from the t:mberlands

Various factors, mclutljlng environmental and endangered species concerns, have limited, and will
likely continue to fimit, the amount of timber offered!for sale by'U.S. government agenmes Because of this
reduced avallab|l|ty of federal tlmber for harvesting, the Company believes that its supply of timber frorn the
t|mberlands is a significant competltlve advantage. |Deitic has historically supplied'a significant portion of the
timber processed in the sawm:lls from its timberlands.

In order to operate its sawmllls economically, the Company relies on purchases of timber from thnrd
parties to supplement its own timber harvests from the timberlands. The Company has an active tlmber
procurement function for each.of its sawmills, As of December,31, 2006, the Company had under contract
47,668 tons of timber on land owned by other parties, mcIudmgalthe U.S. Forest Serwce which is expected to
be harvested over the next two years. During 2006, llthe Company harvested third- -party stumpage and ‘
purchased logs from third parttes totaling 548,966 tons . Of thrs volume, purchases from the U.S. Forest
Service represented nine percent. The balance of such volume was acquired from|private lands.

3




As a result of; the reduced availability of federal timber in recent years, demand, along with prices, for
privately owned timber has increased. The Company has increased and foresees further increases in its
harvestlng and purchasnng activities from private timberiands. Due to this increased demand and higher
trmber’prlces| private trmber sources have been prompted to sell their tlmber commercially. As a result,

Deltic’ s. sources of pnvate timber are many and diverse. The key factors in a landowner's determination of
whether to sell timber to the Company are price, the Company's relatlonshlps with logging contractors, and the
ablllty of the Company to demonstrate the quality of its logging practices to landowners As aresult, a
Iandowner will be more Ilkely to sell timber to a forest products company whose own land has been
respornsﬂ::ly managed and harvested. There is a substantial amount of other private timber acreage in
proxm’uty to each of Deltic's sawmills.

‘ l

: Residual Wood Products. The Company pursues waste minimization practices at both of its sawmills.
Woodchips are usually sold to paper mills, wood shavings and chips are usually sold to Del-Tin Fiber, and
ibark i |s. frequently sold for use as fuel. Bark, sawdust, shavings, and wood ChIpS that cannot be sold are used
nas "hog fuel" to fire the bmlers that heat the drying kilns. The Company expects to continue to sell a significant
'portion of its|Waldo Ml|| s residual wood shavings and chip production to Del-Tin Fiber pursuant to a fiber
'supply agreement whose current term is set to expire in 2008.

Transportation. | Each mill facility has the capability to ship its lumber by truck or rail.

4

Cyclical Market! While the cyclicality of the lumber market may occasionally require the interruption of

ioperatrons at one or both of the Company's sawmills, suspension of m|II|ng activities is unusual. Management
is not currently ant|C|pat|ng any interruption of operations at either of Deltic's sawmills, but no assurance can
‘be given that market condltlons or other factors will not render such an action economically advisable in the

s future.

t | !

' Real Estate '

The Company's real estate operations were started in 1985 to addivalue to former timberland
F strateglcally located in the growth corridor of west Little Rock, Arkansas. Development activities began with

; the constructlon of Chenal Ridge, the initial, 85-lot neighborhood in Chenal Valley on the western edge of the
' Little Rock cuty Irmtts as of 1985. Since that time the Company has been developlng the remainder of Chenal
| Valle) Y, an approxlmately 4,700-acre premier planned community, centered around two Robert Trent Jones, Jr.
designed champlonshlp golf courses. The first golf course was completed in 1990. Construction of the
second course began |n 2001, and was opened for play in the summer of 2003 The property has been
developed in stages and real estate sales to date have consisted primarily of residential lots sold to builders
or mcllwduals and commermal tracts. In addition to Chenal Valley, Deltic has developed Chenal Downs,
; Iocated jUSt outside of Chenat Valley, and is developing Red Oak Ridge, |n Hot Springs, Arkansas, Chenal
' Downs isa 400—acre equestrlan development with controlled access, featunng secluded, five-acre lots. Red
Oak Rldge ‘Deltic's F rst development outside the Little Rock area, is an 800-acre upscale community
. deanned for resrdentlal resort, or retirement living. During 2004, the Company disclosed plans for a 1,170-
' acre, 187 Iot upscale resndentral development, The Ridges at Nowlin Creek on a portion of its land holdings
! Iocated W|th|n the H|ghway 10 growth corridor west of Chenal Valley. A portlon of the development is located
~ within the watershed of Lake Maumelle, a principal source of drinking water for Little Rock. Due to this
, env:ronmentally sensmve locale, the Company's plans include best management practices using the most
: modern and proven methods to create a low-impact development in orden to protect water quality in the lake.
+ The Iocal water utlllty commlssmned the preparation of a watershed management plan, which it subsequently
adopted Thls plan’|s largely compatible with the Company's low-impact development plans. However, shortly
after commrssuonmg preparatlon of its new watershed management plan in 2005, the utility filed a petition in
the (;n’cmt Court of Pulaski County Arkansas, to condemn that portion of the development within the lake's
wate rshed| and deposned its estimate of just compensation for the land taken The condemned property
mcludes all of 99 lots parts of an additional 20 planned lots, and proposed access to seven planned lots as
well' as approxumately 40 acres not within the development. Deltic |n|t|ated proceedings to have a jury
determlne the true amount of just compensation for the taking of the Iands as well as other damages. The
trial regardlng the just compensation for the property subject to the condemnation was scheduled to begin in




March 2007. On March 8, 2007, the Board of Commnssnoners for Central Arkansas Water authorlzed the
utility to settle its condemnat:on against the Company The Company will need to further assess the wablhty of
proceeding with development of lots in the remaining acreage (For further discussion, refer to Notes 17 and
20to the consolidated fmancnal statements.)

- Chenal Valley is a premler upscale residential and c'ommeroral development in the Little Rock real
estate market. Al} developed acreage in Chenal iVaIley has been annexed by the City of Little Rock. | Red QOak:
Ridge | has been similarly annexed by the City of Hot Sprlngs Both Chenal Downs and the currently
suspended Ridges at Nowllln Creek are located jtltst outsrde the Little Rock city limits.

- Residential Development Lots were offered for sale in Chenal Valley durlng the second half of 1986
with closmgs beginning in 1987 As of December 31, 20086, 2 644 lots have been developed in 31
neighborhoods and 2,403 Iots have been sold, wnth about 2, 136 residences constructed or under constructron
When fully developed, Chenal Valley will include approxrmately 4,600 re3|dences However, the actual
number of residences in Chenal Valley will depend on final Iand usages and lot densmes The Company has
developed lots in a wide varlety of market segments Lot 5|ze has ranged from 0.2 acres to 2.25 acres, and lot
price has ranged from $25,000 per lot to over 3335 000 per lot.

' The first phase of Chenal Downs was opened in December 1997, followed by a second phase in
November 2000, with'60 of the 76 lots developedlln the two phases sold by the end of 2006. Lot pnces in
Chenal Downs range from $89 000 to approximatety $187, 000. In Red Oak thge the first two
neighborhoods were offered for sale in 1998, wuth a third neighborhood offered i |n late 2005. These
neighborhoods offer a ch0|ce of either estate-snzed homesites, with many overlookmg one of two Deltrc—
constructed lakes, or garden -home lots. As of the end of 2006 65 of the 135 Iots offered have been sold and
prices for lots currently offered range from about $30 000 to almost $183,000. If| commenced, The Rldges at
Nowlin Creek will be comprised of estate- sized lots, with expécted lot prices ranging from $300,000 to over
$500,000.

- Commercial Development. Commercial development in Chenal Valley began with the constructlon of
a Company-owned 50,000~ square-foot office bunldlng whichwas sold during 2000. Commercial actlwty to-
date has consisted of the sale of approximately 300 acres, |nclud|ng four acres |n 2004, six acres in 2005 and
55 acres in 2006. Commerc1a| property sales to-date have consisted of retail store locations, an offlce building
constructed by the Company on a nine-acre site, multr-famlly resudence sites, convenlence store Iocatlons a
bank office building site, a site for a 38-acre open- a|r shopp:ng center, and outparcels surrounding a retall
center constructed and owned by the Company. Under current development plans Chenal Valley will include -
approximately 800 acres of commerCtaI property when fully developed

I
iThe completed sale of approximately 38 a'cres to.RED Development LLC for the development of "The
Promenade at Chenal”, an upscale lifestyle shoppmg center |s expected to further increase interest in the
Company's additional 135 acres of commermally-zoned property adjacent to the site.

The completion of colnstructlon of Rahling Road to Chenal Parkway, a major connector street, in 1998
provudes greater access to Chenal Valley's commercaal acreage. Located at the center of this commercial
property is a Company—owned 35,000-square-foot reta|| center. The retail center was completed in early 2000
and offers retail space for Iease The center is surrounded by 16 outparcels, ranglng in size from 0.2t 1.8
acres. To-date, 11 of these outparcels have been sold l I

l

No commercial acreage is included'in the Chenal Dovlfns or the currently suspended Ridges at Nowilin

Creek developments. Red Oak Ridge is planned to include a small amaount of commercnal property. The
‘Company will begin to develop and offer commercual sites'as population density i increases.

Infrastructure. lnfrastructure and other |mprovementslto support the development and sale of
residential and commercial property are funded dlrectly by the Company and/or through real property
improvement districts. Such propertles are developed only when sufficient demand exists and substantiaily all
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infrastructure is completed Future infrastructure mvestments are primarily necessary for the development
and sale of additional property

: Development Amenities. In connection with its Chenal Valley development the Company developed
Chenal Country Club)/ con5|st|ng of the above-described golf courses, a clubhouse and related facilities for
use by club members Slnce its original construction, Deltic has undertaken substantial remodeling and
expansron of the clubhouse as the club membership level has increased. In addition, the Company has built
three communlty parks wrthln the Chenal Valley development for the benefi t of the residents of the currently
developed reS|dent|aI areas.

Chenal Downs has been developed around an equestrian center, consisting of stables and a training
facrhty and also mcludes bridle trails throughout the development. Red Oak Ridge’s primary amenities
‘currently consist of two lakes and a community park, constructed by the Company
. l
[ Home Constructlon Historically, the Company's focus with regards to residential real estate
develc pment has been on lot development only. However, from time to time, Deltic constructs a limited
numbor of speculahve homes within its Red Oak Ridge development located in Hot Springs, Arkansas.

Future Development. A number of factors have added significant value to the undeveloped portion of
*Chenal Valley Such factors include: the overall success of Chenal Valley ¢ as a residential development and
its |mage as one of the premler developments in central Arkansas, the contlnued westward growth of Little
‘Rock, the Company's mvestment in infrastructure in the area, and the establlshed residential base which is
now g irge enough to support commercial development. Management expects the undeveloped portion of
Chenal Valley to prowde growth and development opportunities in the future.

Chenal Downs has been fully developed. Development of Red Oak Ridge is in the early stages,
consrstlng of the constructlon of two lakes as the core amenity, initial infrastructure placement, and the first
‘three of several planned neighborhoods.

! The Company owns approximately 58,000 mostly contiguous acres, the eastern border of which
_begins ] about two mlles west of Chenal Valley. Continued development in the Highway 10 growth corridor of
rwest thtle Rock has srgm'r" cantly affected land values in the area, and is expected to create real estate
development opportunmes for much of this land. As mentioned, in 2004, the Company disclosed its plans for
||ts first real estate development in this acreage. If commenced, this 1,170 acre upscale development, called
{The Rldges at Nowlin Creek, is slated to be comprised of estate-snzed lots.

Undeveloped Acreage. The success of Chenal Valley has increased the value of the Company’s
undeveloped real estate surrounding and within the development. Sales of undeveloped real estate amounted
'to 94 acres in 2004, seven acres in 2005, and zero acres in 2006.

Del-Tin Fiber b

i
: Deltrc owns 50 percent of the membership interest of Del-Tin Fiber, a joint venture to manufacture and
I market MDF The Del T|n Fiber plant is located near El Dorado, Arkansasl Construction of the plant was
completed and |nlt|a| productlon began, in 1998. The plant is designed to have an annual capacity of 150
“million square feet ("MMSF") on a 3/4-inch basis, making it one of the largest plants of its type in the world.

From the time plroductlon hegan at Del-Tin Fiber in 1998 until the fourth quarter of 2003, both

} operatlng and fmanmal performance were below the expectations establlshed at the time that the decision to
constluct the plant was made As aresult, on April 25, 2002, Deltic announced that Banc One Capital

i Markets Inc. had been retalned as financial advisor to assist in the evaluatlon of strategic alternatives for the
Company‘s rnvestment in Del-Tin Fiber. Subsequently, Deltic's management and Board of Directors

' ' completed its review of these strategic alternatives and anncunced the Company intended to exit the MDF
busmess upon the earllest and most reasonable opportunity provided by the market. As a result of this
decision, the Company’s evaluation of possible impairment of the carrying value of its investment in the joint-

!
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venture was based prlmarlly upon the estimated cash flows from a sale of the Company’s interest during 2003

and resulted ina determlnatlon that the Company‘s mvestment was impaired as of December 31, 2002. The
investment was written off to zero. l |

0

" Due to the Company‘s commitment to fund its share of any of the facility's operating working capital
needs until the facmty was able to consistently generate suft’ cient funds to meet its cash requirements or
Deltic's ownership was sotd the Company recognlzed Iosses in Del-Tin Fiber equal to the extent of these
advances during 2003. For the year of 2003, such advances approximated the[Company‘s equity share of
Iosses for the plant; accordlngly, the investment in Del-Tin Flber at December 31, 2003, was zero. The
Company also continued to utilize its management resources to work with Del- Tln s management and the
Jornt-venture partner to improve operating performance at the plant. As a result of these |mprovements on
December 11, 2003, Deltic' s Board of Directors revased its mtent regarding the Companys mvestment in Del-
Tin Fiber and ceased efforts to sell the Company‘s interest |n the joint venture, whlle continuing to focus on
|mprovmg operating and fi nanmal results of the plant. Due to this decision, the 2003 evaluation of falr value for
the mvestment was based prlmanly upon the future net cash flows from Del-Tin!Fiber's operations over the
remaining life of the plant From 2004 through 2006 the Company recorded its|equity share of the operatlng
results of the joint venture ! r' 4 ]

' Medium Density Frberboard MDF, WhICh is used prlmarlly in the furniture, flooring, and molding
mdustnes is manufactured ifrom sawmill resrduals such as chips, shavings, and sawdust, pressed and held
together by an adhesrve bond. Although the technology has‘emsted for decades recent |mprovements in the
manufacture of MDF have increased both the quallty and consrstency of the product MDF, with its * real
wood"' ‘appearance and the ablllty to be finely miled and accept a variety of finishes, competes pnmanly with
Iumber ;

|

' Production. The pIant produced 147 MMSF of MDFLn 2006 versus 141' MMSF of MDF in 2005 and
148 MMSF of MDF in 2004. Prior to 2003, start—up diffi cultles and operational problems with the pIants press
and heat energy system Ilmlted production to Ievels sngmflcantly below capacuty! The problems with the press
were corrected in mid- 1999‘ As natural gas prlces escalated during the last half of 2000, the decrsmn was
made in late January 2001 to temporarily suspend operatlons until the heat energy system could be modlfled
Followrng completion:of a capntal project to modify this system the plant resumed operations in June! 2001,
Rectification of the heat energy system has enabled the plant‘s operations to mcrease production levels closer
to the plant's capacrty of 150 MMSF per year, as market conditions improved. In addition, manufactunng cost
per thousand square | feet has decreased, as certatn vanabte] costs of manufactunng have been lowered and
fixed costs for the facmty are being allocated to the increased production.

1

I Raw Materials. The Del-Tin plant provndes an addltlonal outlet for wood| chip production from the
Waldo Mill. Pursuant to a fi ber supply agreement whose current term is set to expire in 2008, the Company
has agreed to sell, and Del-Tin Fiber to buy, a substantral amount of residual shavmgs and wood chlps from

"the Watdo Mill. In addltlon DeI-Tln Fiber has an optlon to purchase residual wood chips from the Ola Mill.
During'2006, 2005, and 2004 Deltic sold approxlmately $3,939,000, $3,868,000, and $3,890,000,
respectrvely. of these:lumber manufacturing by-pﬁoducts to Del-Tin Fiber.

. | ) ,
Products and Competitior? | l
' The Company's prrncrpal forest products are tlmber timberland, softwood lumber praducts (primarily

finished lumber), residual wood products, and reaI estate.
' {

* Timber. Timber harvested from the timberlands is utilized by the Company‘s sawmills or sold to third
partres The Company's tlmber sales to third partres accounted for approximately six percent of consolidated
net salés in 2004, 2005, and 2006. !

|
b

|
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1
The Company competes in the domestic timber market with.numerous private industrial and
non- -industrial tand and timber owners. Competitive factors with respect to the domestic timber market
generctlly include pnce specues and grade, proximity to wood manufactunng facilities, and accessibility.

\ Land Sales. Timbertand sold by the Company to third parties conS|sts of bath non-strategic
tlmbertand and lands wuth potential for higher and better use, and amounted to one percent in 2004 and less
than one percent of consolidated net sales in 2005 and 2006.

’ . Lumber Products. The Company's sawmills produce a wide varlety, of products, including dimension
lumbes, boards ttmbers' decking, and secondary products such as fi inger-jointed studs. Lumber is sold
primarily to wholesaler distributors, lumber treaters, and truss manufacturers in the South and Midwest and is
used in res|dent|al constructlon roof trusses, and laminated beams. During 2004, 2008, and 2006, lumber
sales .as a percentage of consolidated net sales were approximately 59 percent 60 percent, and 56 percent,

‘respecttvely |

The forest products market is highly competitive with respect to price and quality of products. In
Iparticular, competmon |n the commaodity-grade lumber market in which the Company competes is primarily
.based on price. Deltac competes with other publicly held forest products companles operating in the U.S.,

Imany of WhICh have s:gnlflcantly greater financial resources than the Company, as well as privately held
'Iumber producers The Company also competes with producers in Canada and overseas, regions that have
rncreased thelr share ofithe U.S. lumber market in recent years. In addltlon Deltic's management expects the
,Company‘s products|to expenence additional increased competition from engmeered wood products and other
. substitute products. Due to the geographic location of Deltic's timberlands and its high-quality timber, in
Faddltlon to the Companys active timber management program, strategically located and efficient sawmill
operalrons and highly nltotwated workforce, Deltic has been able to compete effectively.

Resrduai Wood, Products. The Company's sawmills produce wood chips, shavings, sawdust, and
" bark as by- products of the conversion process. During 2004, 2005, and 2006, sales of these residual
' products accounted for elght percent, nine percent, and eight percent, respectively, of Deltic's consolidated net
sales: Wood chips are the primary source of residual sales and are typically sold to Del-Tin Fiber or to paper
mills. In 2006, Deltrc s sawmllls produced 324,220 tons of wood chips. The Company expects to continue to
sell at5|gn|t” icant portlon of its wood chip production to Del-Tin Fiber for use in the production of MDF.

|
Reaf Estate: The Company develops and markets residential lots and commercial sites. Deltic
genelatly prowdes the supportlng infrastructure. Residential lots are sold to homebuilders and individuals,
whrlelcommermal snes are sold to developers and businesses. The Company also sells undeveloped
acrezge. Durmg 2004 2005 and 2008, the sales of residential lots, commercial sites, and undeveloped
acreage as a percentage of consolidated net sales were 17 percent, 15 percent, and 17 percent, respectively.
The s.ale of’ commermal property can have a significant impact on the Company's sales, but is unpredictable

" and ifregular. |

|
.The Company’s operating segments are subject to variances in financial results due to several
seasonal factors The majonty of timber sales are typically generated in the first half of the year due primarily
" to we ather COI"IdEtIDnS and historically stronger timber prices. Increased housmg starts during the spring

usually push Iumber prices up. Forestry operations generally incur expenses related to silvicultural
treatments, which are applled during the fall season to achieve maximum effectiveness.

‘ Seasonality

Busrness Segment Data

I

; Informatlon concermng net sales; operating income, and identifi able assets attributable to each of the
‘ Compan;fs busmess segments is set forth in Item 7, "Management's Discussion and Analysis"; and Note 18 to
the consotldated fi nancaal statements in ltem 8, "Financial Statements and Supplementary Data", of Part Il of

this |eport |
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Decline in Availability of Federal Timber t

Various factors, |nclud|ng environmental Iand endangered species concerns, have limited, and will
likely continue to limit, the amount of timber cffered for sale by certain U.S. government agencies, whrch
historically have been major suppliers of timber to the U:S. forest products mdustry During 2006, the
Company did not acquire any of its timber supply,for its Ola Mill from federal sources as it had in pnor years.
The future decline in-the avallabtltty of timber from federally owned lands will require the Company, i |n order to
supply the Ola Mill, to rely heavily on harvests from the Company's timberlands,lincluding harvests from
timberlands acquired,in the future to the extent that suitable opportunities arise, and on the acqursrtron of
timber from other sources, such as private trmber owners. The Company's Waldo Mill does not currently
process any timber acquired from federal sources !

| | o

Envirdnmental Matters i !r ! \

" The Company is subject to extensive and changlng federal, state, and local environmental Iaws and
regulations relating to the protectlon of human health and the environment, mcludlng laws relating to arr and
water emissions, the use of herbicides on trmberlands regulatron of "wetlands”, and the protection of|
endangered species. Envuronmental legislation and regutatrons and the rnterpretatlon and enforcement
thereof, are expected to become mcreasrngly stnngent The Company has made and will continue to make,
expenditures to comply W|thIsuch requirements |n the ordmary course of its operatlons Historically, these
expenditures have not been!material and the Company expects that this will continue to be the case. Liability
under certain enwronmental regulations may be |mposed wrthout regard to fault or the legality of the orrgmal
actions, and may be jomt and several with other responsrble parties. As a result! in addition to ongorng
compliance costs, the Company may be subject to liability for. activities undertaken on its properties prlor to its
ownership or operation and by third parties, mctudtng tenants, The Company is not involved with any|such
sites as of this.time. The Company leases the rights to drill for oil and gas on some of its lands to third parties.
Pursuant to these leases, the lessee indemnifies the Company from envrronmental liability relating to the
lessee's operations., Based on its present knowledge mcludmg the fact the Company is not currently'aware of
any facts that indicate the Company will be requrred to mcur any material costs relatrng to envrronmental
matters, and currently appllcable laws and regulations, the Company believes envrronmental matters are not
likely to have a material adverse effect on the Companys fi nancral condition, results of operations, or liquidity.

'In addition, the federal "Endangered Specres Act” protects species threatened with possible extinction
and restrlcts timber harvestmg activities on prrvate and federal lands. Certain of the Company’s tlmberlands
are subject to such restrrctlons due to the presence on the Iands of the red cockaded woodpecker, a specres
protected under the Act There can be no assurance that the presence of this SpeCIes or the drscovery of
other protected species will not subject the Company to future harvesting restrictions. However, based on the
Company’s knowledge of its trmberlands the Company does not believe that its ablllty to harvest its
trmberlands will be matenatty adversely effected by the protectron of endangered species.

| I
Access to SEC Filings ‘ . i

The Company malntalns an internet websrte at www deltrc com. The Company makes avallable free
of charge under the Investor Relatlons section of |ts websrte |ts annual report on Form 10-K, quarterly reports
on Form 10-Q, and current reports on Form 8-K, aII amendments to any of those reports and other fi f'Ilngs as
soon as reasonably pract:cable after providing such reports tolthe Securities and Exchange Commission.

; i
| )
Employees | ‘ C

| ' |
As of January 31, 2007, the Company hadi464 employees.
' | o

| -

|

|
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Iltem 1A. Risk Factors -

1

t
Cycj!r’cality of Forest Products Industry

t The Companys results of operations are, and will continue to be, affected by the cyclical nature of the
forest products industry. Pnces and demand for logs and manufactured wood products have been, and in the
future can be expected to be, subject to cyclical fluctuations. The demand for logs and lumber is primarily
affectecl by the level of new residential construction activity, which activity is subject to fluctuations due to
changes in economic condltlons mortgage interest rates, population growth, weather conditions and other
factors Decreases in. the level of residential construction activity usually will be reflected in reduced demand
for logs'and lumber resultrng in lower prices for the Company's products and 'lower revenues, profits, and cash
ﬂows In addltlon to housmg starts, demand for wood products is also significantly affected by repair and
remodehng actlvrtres and industrial uses, demand for which has historically been less cyclical. Furthermore,
change:. in mdustry supply of timber have an effect on prices. Although the Company believes sales of timber
by UI"IItE'd States government agencies will remain at relatively low levels for the foreseeable future, any
reversat of pollcy that substantra!iy increased such sales could significantly reduce prices for logs and fumber,
whrch could have a matenal adverse effect on the Company. Furthermore, mcreased imports from Canada
and other forelgn countnes could reduce the prices the Company receives for its products,

errtatrons on the Companys Ability to Harvest Timber

Revenues from the Company's future operations will depend to a srgnlf' icant extent on its ability to
harvest timber pursuant to its harvest plans from its 438,200 acres of timberlands (the "Timberlands").
Harvesii ling of the Tlmberlands may be affected by various natural factors, mcludmg damage by fire, insect
mfestatton dlsease prolonged drought, severe weather conditions including ice storms and other causes.

The effects of| such natural disasters may be particularly damaging to young tlmber To the extent possible,
the Company |mplements measures to limit the risk of damage from such natural causes. The Company is a
partrcrp ant W|th state agencres and other.timberland owners in cooperative flre fighting and fire surveillance
programs In addltlon ' the Timberlands' extensive system of access roads and the physical separation of
varrous,tracts provrde some protection against fire damage. Nonetheless, one or more major fires on the
T|mbertands could adversely affect Deltic's operating results. In addition, the Timberlands may also be
affected by msect mfestat:on particularly by the southern pine beetle, and disease. Additionally, the
Tlmberlands may be affected by severe weather conditions, especially ice storms tornados, and heavy winds.
Althouqh damage from such natural causes usually is localized and affects only a limited percentage of the
trmber there can be no assurance that any damage affecting the Trmbertands will, in fact, be so limited. Asis
typ:cal rn the forest products industry, the Company does not maintain msurance coverage with respect to
damage to the Tlmberlands The Company does, however, maintain insurance for ioss of logs due to fire and
other occurrences follown?g their receipt at the Company's sawmills,

Operationof Sawmiffs‘t
!

, The Company]s siawmtlls are located at Ola in central Arkansas and Waldo in southern Arkansas.
The operations of the sawmtlls are dependent on various factors and there can be no assurance that the
Company will be able to contlnue such operations at current levels of productron or that suspension of such
operatlons may not beI requ:red in the future. One such factor is the ability of the Company to procure
suft” C|ent logs, at smtable prices. The Company obtains Iogs for its sawmills trom the Timberlands, other
private :.ources and federal lands. As discussed above, prices for logs are cycllcal and affected primarily by
demand for Iumber and other products produced from logs. Another such factor is the ability of the Company
to find an outIet for the Iarge volume of residual wood products that result from the milling process. The
Company currently markets such products to third parties for the production of paper and other uses. The
Company sells a srgnlt‘ cant portion of its residual wood chips to Del-Tin Frber L.L.C. ("Del-Tin"}, a joint venture
medmm densrty fi berboard plant near El Dorado, Arkansas, in which the Company owns a 50-percent interest.

In addltlon the contlnued operation of the sawmills is subject generally to the risk of business interruption in
the event of a:fire or other natural disaster, regulatory actions, or other causes. The Company mitigates this
risk through the procuremlent of casualty and business interruption insurance.
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Deltic owns 50 percent of the membershrp interest 'of Del-Tin Fiber, a joint venture to manufacture and
market MDF. The Del Tln Fiber plant is located near El Dorado Arkansas. Constructlon of the plant was
completed, and |n|t|al productlon began, in 1998 From the time production began at Del-Tin Fiber untrl the
fourth quarter of 2003 both operating and fmancral performances were below the expectations establrshed at
the time the decision 1o construct the plant was made Contrlbutrons to Del- Trn Fiber by the Company through
the thrrd quarter of 2003 amounted to $60.7 mrllron The operatlng and fi nancral performance of the joint
venture improved signifi cantly in 2004 through 2006 when compared to prior years These advances were the
result of price |mprovements in the MDF market, productron mix, and the Companys utilization of |ts
management resources to work with Del-Tin's management and the Jomt-venture partner to |mprove operating
performance at the plant. As a result, the |mpact of DeI-Trn Fiber on the Companys results of operatrons and
cash ﬂows was significantly reduced during the years of 2004 through 2006. Although the Company remains
focused on the efficient operatrons of the facrlrty changes in MDF prices or d!sruptlons in manufactunng

operatrons at the plant could impact the Company's results 'of operations and cash flows in future perrods as
well as Deltic's ability to exit the MDF busrness if desrreid |n|the future.

t:tel- Tin Fiber

.
Competition. '

!

The forest products industry is highly colmpetrtrve in terms of price and|quality. The products of the
Company are subject to mcreasrng competition from a vanety of non-wood and engineered wood products
addrtlon the Company is subject to a potential mcrease in competltron from lumber products and Iogs
|mported from forelgn sources Any significant mcrease in competrtrve pressures from substitute products or
otheridomestic or foreign suppllers could have a material adverse effect on the Company.

3

Federal and State Enw'ronmental Regu!atior?s l r
I

The Company is subject to extensive arlrd changrng federal, state, and local envn‘onmental Iaws and
regulations relating to the protectron of human health and the environment, the provisions and enforcement of
which are expected to become more stringent |n the future| The Company has made and will contlnue to
make non-material expenditures to comply with lsuch provrsrons Based.on currently available mformatron
mcludrng the fact that the Company is not presently aware of any facts that indicate the Company wrll be
requrred to incur any materral costs relating to envrronmental matters, the Company believes envrronmental
regulatlon will not materlally adversely effect the Company, ‘but there can be no assurances-that envrronmental
regulatlon will not have a materlal adverse effect on the financial condition, results of operatrons or| Ilqurdrty of
the Company in the futurel

Geographic Concentraltron and Risk Associated with Re!al Estate Development

, !

. The Company's real estate developmen‘t projects are located in central Arkansas, specifically in, and
west of, Little Rock, Arkansas and in Hot Sprrngs Arkansas Accordingly, the|Company‘s real estate
operations are particularly, vulnerable to any economic downturns or other adverse events that may| ‘oceur in
this regron and to competition from nearby resrdentlal housing developments. 1The Company's results of
operatrons may be affected by the cyclicality of the homeburldrng and real estate industries generally Factors
include changes in general and local economic condrtrons such as employment levels, consumer confrdence
and income, housing demand availability of fi nancrng and mterest rates, and changes in government
regulatron regarding the environment, zoning, real estate taxes and other local government fees.

i
)




Reliance on Key Personnel
| The Company|belleves that its continued success will depend in Iarge part on its ability to attract and
retain highly skilled and quallt' ied personnel. The Company offers management incentives in @ manner that is
drrectly linked' to the Companys performance, which the Company believes WI|| facilitate the attraction,
retentlon and motrvatron of highly skilled and qualified personnel. In this regard the Company has taken
steps to retaln its key personnel including the provision of competitive employee benefit programs. Although
the Company WI|| seek!to employ qualified individuals in the event that officers or other key employees of the
Company cease to be assocrated with the Company, there can be no assurance that such individuals could be
engaged by the Company.

Dividend Poficy |

: ' The Company|currently intends to pay modest quarterly cash dwrdends However, the Company
antlc:lpates that future earmngs will for the most part be used to support operatrons and finance growth of the
busmess The payment of any dividends will be at the discretion of the Company's Board of Directors (the
"Company Board"). The dectaratlon of dividends and the amount thereof will depend on a number of factors,
mcludtng the Company‘s t" nancial condition, capital requirements, funds from operations, future business
prospects and such other factors as the Company Board may deem relevant and no assurance can be'given
as o the timing or amounlt of any dividend payments

Anti-Takeover Effects.of Certain Statutory, Charter, Bylaw and Contractual Provisions

Several provisions of the Company's Certificate of Incorporation and,Bytaws and of the Delaware
General Corporatron Lawlcould discourage potential acquisition proposals and could deter or delay unsolicited
changes in control of the Company, including provisions creating a classmedlBoard of Directors, limiting the
stockhclders powers to remove directors, and prohibiting the taking of action by written consent in lieu of a
stockholders meetlng| The preferred stock purchase rights attached to the Company‘s common stock could
have snmllar anti- takeover effects. In addition, the Company's Board has the' authority, without further action
by the =tockholders to fi x the rights and preferences of and to issue preferred stock. The issuance of
preferre-d stock could adversely affect the voting power of the owners of Company’s common stock, including
the Iosc of. votlng control to others. Transactions subject to these restrlctlons will include, among other things,
the ||qwdat|on of the Company, the merger, consolidation or other combmatlon or affiliation of the Company
W|th another companyl dlscontlnuance of or material change in the conduct of a material portion of its
busme=ses mdependently and with its own employees, redemption or other reacqursrtlon of Company's
common stock and the sale, distribution, or other disposition of assets of the Company out of the ordinary
course of busmess :

: These provrsrons and others that could be adopted in the future could discourage unsolicited
acqulsmon proposals or delay or prevent changes in control or managementlof the Company, including
' transactrons |n which stockholders might otherwise receive a premium for their shares over'then current
market prlces In addmon these provisions could limit the ability of stockholders to approve transactions that
they may deem to bei |’n thelr best interests.
: |

i T
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Itemr‘tB Unresolved Staff Comments \ ! .
|
{
item 2. Properties ll

The Company's properties, primarily located i in Arkansas and north Louisiana, consist principally of
fee tlmber and tlmberlands purchased stumpage mventory, two sawmills, and|land held for reS|dent|al and
commercnal development and sale. As of December 31, 2006, the Company’s gross investment in timber and

timberlands; gross property, plant, and equrpment and mvestment in real estate held for development and

sale consisted of the followmg | |

|
(Thousands of dollars) |

Tlmberlands | ' ! $ 80,771
Fee timber and logging ifacnlltles l 206,688
Purchased stumpage mventory 1 855
Real estate held'for development and sale 44,255
Land and land |mprovements o 4,661
Bwldrngs and structures l 9,641
Machinery and equipment o 87,491

i l $ 434362

"Timberlands” consist of the historical cost of Iand on which fee timber)is grown and related land
acquisitions stated at acqursutron cost. "Fee tlmber" consists of the historical cost of company standrng timber
inventory, including capitalized reforestation costs and related timber acqursmons stated at acquisition cost.
"Logging facilities” consistiprimarily of the costs’ of roads constructed and other land improvements.
"Purchased stumpage inventory" consists of the purchase pr|ce paid for third- party timber, net of amounts

_ harvested "Real estate held for development and sale” consnst primarily of the unamortized costs, rncludlng
amenities, incurred to develop the real estate for sale and a retail center held for sale. "Land and Iand
improvements" consrst pnmanly of rmprovements at the Companys two sawmlll locations. "Bu:ldrngs and
structures and "Machlnery and equipment” pnmarlly conS|st of the sawmill burldlngs and equipment and the
Company s two real estate sales offices. Il ’

l .
., The Company owns all of the pr0pert|es discussed, above The Company‘s properties are not subject
to mortgages or other forms of debt financing. (For further anformatron on the Iocatlon and type of the
Companys properties, see the descriptions of the Companys operations in ltem 1. )

Item 3. Legal Proceedings l |

t

From time to time,’ the Company is mvolved in litigation incidental to its|business. Currently! there are
no material legal proceedlngs i

Item 4. Submission of Matters to a Vote of Securrty Holders

{
l
1
|

None.
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Executive Officers of the Registrant

The age (at January 1, 2007), present corporate office, and length of service in office of each of the
Company's executrve officers and persons chosen to become officers are reported in the following listing.
Executive ofﬁcers are elected annually but may be removed from office at any time by the Board of Directors.

Ray C Drllon - lAge 51; President and Chief Executive Officer and a director of the Company
effective July 1, 2003 Prror to joining the Company, Mr. Dillon was employed at Gaylord Container
Corporation, where from April, 2000 through December, 2002, he was Executive Vice President, and
prececling his election as Executive Vice President, he was Vice President, Primary Product Operations from
April 1897,

Clefton D. Vaughan - Age 65; Vice President, Treasurer, and Chief Financial Officer effective
January 1, 1997. From October 1994 to December 1996, Mr. Vaughan wa~=; Vice President of Murphy Oil
Corporatlon |a posrtlon he also heid from 1989 through October 1992. From October 1992 to October 1994,
Mr. Vaughan was Vrce Fl'resrdent of Murphy Exploration & Production Company In January of 2007, the
Company announced Mr. Vaughan's planned retirement effective May 1, 2007.

w. Bayless Rovrlre - Age 54; Vice President, General Counsel, and Secretary effective May 1, 2000.
From January 1, 1997 to April 2000, Mr. Rowe was General Counsel and Secretary for the Company. From
1988 {o December 1996 Mr. Rowe was Secretary and General Attorney oflMurphy Qil Corporation.

Kent L. Streeter[! Age 46; Vice President of Operations effective November 16, 2003. Prior to joining
the Company Mr. Streeter was QOperations Manager of a targe paper mill Iocated in the Southeastern United
States from January|199? which has been owned since Aprit 2002, by Temple-Inland, Inc. and prior to that by
Gaylord Container Corppratron
i

. David V. Meghrebllan Age 48; Vice President of Real Estate effectlve November 16, 2003. From
May 2000 to November 2003, Mr. Meghreblian was Vice President of Operatlons for the Company. From
Novernber 1996 to Apnl 2000, Mr. Meghreblian was General Manager of Planning and Investor Relations for
Deltic, Prlor. to such trme Mr. Meghreblian was General Manager of Prolect Development, a position he held
beginnlng in: November 1995,

Kenneth D. Mann - Age 47; Controller effective September 1, 2004 From September 1, 2002 to
September 2004 Mr Mann was Manager of Corporate Governance and rnvestor Relations for the Company.
From July 2000 to September 2002, Mr. Mann was Assistant Controller and Manager of investor Relations.
Prior Lo such time, Mr Mann was Assistant Controiler, a position he held beglnmng January 1997. Effective
May 1, 2007 Mr. MaTnn WI|| assume the position of Chief Financial Officer.
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PART 1II
|

item 5. Market for Reglstrant's Common Equity, Related Stockholder Matters, and lssuer Purchases
of Equity Securltles \ .

Common stock of Deltlc Timber Corporation is traded |c)n the New York Stock Exchange under; the symbol
DEL. The following table sets forth the high, low, land endlng prices, along with the quarterly dividends declared,
for each of the quarters mdicated : ‘ l

| Sales Prices’ Dividend per
| High i Low Close’ Common Share.
2006 | T ] _ |
First Quarter $ 60.60 150.01 60.60 ' 0750
Second Quarter $ 6099 , (51.99 56137 1.0750
Third Quarter $ 5687 | 4520 47.66 3 0750
Fourth Quarter $ 5628 & 147.02 5578 e 1.0750
| S :
2005 | |
First Quarter ! $ 4590 39.10 3910 .0625
Second Quarter $ 3980 . 13539 3803 0625
Third Quarter $ 4605 | 3761 46!05 0750
$ 5204 l43.61 51l86 0750

Fourth Quarter!

|
Dally closing prlce \ o
2 At period end. ' :

|

. ' | |
Common stock dividends were declared for each quarter during 2006 and|2005. As of January 31, 2007,
there were approximately 1,200 stockholders of record of Deltic's common stock.

ln December 2000, the Company's Board of Dlrectors authonzed a stock repurchase ptan of up to
$10 million of Deltic common stock. There is no stated expiration dated regardlng this authorization. |During the
first nine months of 2006, no shares were repurchased under this program. Information pertaining tolthis plan for
the fourth quarter of 2006 |slpresented in the table below. i

| | Total NUmber of Shares Maximum Approximate Dollar

Total Number Average Pu'rché;sed as Part of Value of Shares that May Yet
of Shares Price Paid Publicly Announced Be Purchased Under the
Period Purchased Per Share Plans or Programs . Plans or Programs
' ! |

October 1 through | |
October 31, 2006 . ‘ N $ 7,851,000

| ! )
November 1 through ! - R
November 30, 2006 | - - ! - $ 7.851,000

| :
December 1 through 1 .
December 31, 2006 - - | | - $ 7,851,000

[}

! | o
Information regarding securltles authorized for i issuance under equity compensatlon plans requxred by this
Item is contained in Itém 12 of this Form 10-K and is mcorporated herein by reference. :
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Item 6. Selected Financial Data

' The following table presents certain selected consolidated financial Idata for each of the years in the five-
year period- ended December 31, 2006:

|(Thou‘,ands of dollars, except per share amounts) 2006 2005 2004 2003 2002*
rResuh 's of, Operatlons for the Year
'Net sales ................................................ s $ 153,112 168,350 © 142,017 134915 104,512
Operaiing inCome ...k $ 18,721 26,257 23,155 23857 10,324
Incomef(loss) from contmumg operations ........ccceeveunee. $ 11,323 14,518 11,093 8,194  (13,881)
'Net income/(loss) ...kl $ 11,323 14,518 11,093 8,194  (13,881)
ICompl ehensive mcomel(loss) ...................................... $ 11,621 14,128 11,205 8,070  (13,881)
Earnings per,common share ' :
Basrc |
Contlnumg operatlons .......................................... $ 91 1.18 92 69 (1.35)
! Net mcomel(los 5) e $ .91 1.18 92 69 (1.35)
Assumlng dllutlon . .
|Contlnumg OPEratioNs .........ccovvevemmeceirimmmnineenes $ .89 1.17 .91 69 {1.39)
Net income/(loss) OO $ .89 1.17 91 .69 (1.35)
'Cash dwldends declared per common share.............. $ .30 275 .25 .25 .25
‘Net cash provrded/(requrred) by 7 g
Ope rating ACHVIEIES .. e, e $ 39,148 43,125 42,147 44,209 32,079
Investing actwmesl ..... et $ (24,234) (29,015) (15723) (39,302) (34,905)
Flncmcmg actMtles ST SO OO EURETR $  (5192) (13,332) (27,252) (4,277) (2,239)
Percentage return on
Average stockholdersl EGUILY......covveeireeeiir i 5.5 7.6 6.3 5.0 {7.7)
Average borrowed]and invested capital .................. 56 7.4 6.2 53 = (3.2
Average total @ssets .| ..o, 3.5 4'6 36 26 (4.3)
Capital Exp?nditures for the Year
WODGIANGS ...ecce v oo $ 3333 7062 6686 12408 5,175
Millg ...l L s 8763 10,732 4,797 3,405 3,571
Real Estate............ L s 15,612 15379 12,519 11,198 15,378
Corporate] ............. e 59 74 165 211 113
| $_27767 33247 24167 27222 24237
| .
Flnam,:al Condltlon at ’Year-End
Worklng capltal ......................................................... $ 12,710 7,027 6,481 7,501 2,248
Current ratio ......... O, YU SUIOTS 215t01 157t01 173to1 208to1  1.2to1
TOt:lil assets .......... e $ 324,266 316,327 307,580 313,350 310,276
Long-term debt ......... f ............................................... $ 70,000 74500 85724 115056 116,120
Stoc: kholders eqmry f ............................................... $ 207,481 198,244 184,091 169,470 162,707
Long-term debt to stockholders’ equity ratio ............ 337t01 376to1  466to1 679to1 714to1
“Inclucles the write-off ofithe Company’s investment in Del-Tin Fiber of $18,723,000,
$11,440,000 net of related deferred income taxes of $7,283,000. !
I
;
|
;
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ltem 7. Management's Dlscussmn and Analysis of Fmanmal Condition
and Results of Operatlons :

!

| |

t .

' : |
Deltic Timber Corporation ("Deltic” or the “Company”) is a natural resources company engaged

pnmanly in the growing and harvesting of timber and the manufacture and marketlng of lumber. Deltrc owns

approximately 438,200 acres of timberland, pnmanly in Arkansas and north Louisiana. The Company‘s

sawmill operations are Iocated at Ola in central Arkansas (the “"Ola Mill") and at Waldo in south Arkansas (the

"Waldo Mill"}. In addltron to its timber and Iumber operatlons the Company is engaged in real estate

development in central Arkansas The Company also holds’a 50 percent mterest in Del-Tin Fiber L. L C.

("Del-Tin Fiber"), a Jomt venture to manufacture and market medrum density fiberboard ("MDF"). Deltic is a

calendar-year company for both financial and income tax reportlng
I

Introduction

. The Company is organized into four segments: (1) :Woodlands which manages the Company's
tlmberlands (2) Mills, WhICh consists of Deltic's two sawmills that manufacture‘a variety of sof‘twood lumber
products (3) Real Estate which includes the Companys real estate developments and a related country club
operation; and {4) Corporate which consists of executlve management accountlng information systems
human resources, purchasing, treasury, income tax and Iegal staff functions that provide support servnces to
the operating business umts (The Company currently does(not allocate the cost of maintaining these support
functions to its operating unlts ) [

t

The Company's trmberlands consist primarily of Southern Pine, known i in the industry as a type of
"softwood" Deltic consaders its timberlands to be the Company’s maost valuable asset and the harvest of
stumpage to be its most s:gnlf icant source of i rncome a0cord|ngly, Deltic actlvely manages its tlmberlands to
increase productivity and maximize the long- term value of these timber assets. |The Company harvests timber
from the timberlands in accordance with its harvest plans and sells such timber in the domestic market or
converts it to lumber in its sawmllls Stumpage supplled to the Company's sawmllls is transferred at’ prices
that apprommate market. The Company |mplemented a timberland acquisition program in late 1996,}and this
ongoing program has enabled the Company, when desired, to increase harvest|levels, while expandlng its
timberinventory. Thus far, the Company has focused its acqursmon program on timberland in its current
operatrng area. _ { ,

l i i '
- The Company's two sawmills employ modern techn(')logy in order to improve efficiency, reduce labor
costs, maximize utlllzatlon of the timber resource| and maintain high standards for production qualltylwrth
safety being one of the hlghest priorities. In addltlon each mlII is strategically Iocated near significant portions
of the Company's tlmberlands The mills produce a vanety of lumber products, mcludlng dimension lumber
boards, timbers, decklng and secondary manufactunng products such as fmger—;o:nted studs. These lumber,
products are sold primarily to wholesale dlstnbutors lumber treaters, and truss manufacturers in the 'south and
mid-western United States and are used mainly in re5|dent|al construction, roof trusses, and laminated beams!

The Company's real estate operations were started in 1985 to maX|m|ze the value of former
timberland strategically Iocated in the growth corrldor of west Little Rock, Arkansas Since that time, |the
Company has been developlng Chenal Valley, a premier planned community consrstrng of 4,700 acres of
residential and commercial properties. The property is belng developed in stages and real estate sales to
date have consisted primarily of residential lots, Wthh are sold to builders or individuals, and commercual
sites. in addition to Chenal:Valley, Deltic has developed Chenal Downs, a 400- acre developmenit Iocated just
outside Chenal Valley, and Red Oak Ridge, an 800-acre development in Hot Sprlngs Arkansas. Also the
Company disclosed in 2004 plans for The Rldges at Nowlin Creek, an upscale, 1,170-acre, resutentlal
development located:just west of Chenal Valley, that features state-of-the-art best management practices to
protect water quality in response to its site adjacent to Lake Maumelle (For additional discussion, sée The
Rldges at Nowlin Creek in the Executive Overview section.) l
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The Del-Tin Flber plant is located near El Dorado, Arkansas. Constructlon of the plant was
completed, and |n|t|at productron began in 1998. The plant is designed to have a rated annual production
capacity of 150 million square feet ("MMSF"} on a 3/4 inch basis of MDF, makmg it one of the largest plants of
its typa in the world. MDF which is used primarily in the furniture, flooring, ; and molding industries, is
manu.actured from sawmill residuals such as chips, shavings, and sawdust pressed and held together by an
adhesive bopd

1
}

Executive Overview ‘,

\
t

Deltic is pnmarlly a wood products producer operating in a commodrty—based business environment,
with a major, dlversmcatlon in real estate development. This environment |s affected by a number of factors,
mcludlng generat economrc conditions, interest rates, imports, foreign exchange rates, housing starts,
resrde ntial repalr and remodellng, commercial construction, industry capacity and production levels, the
ava|lablllty of raw matenal and weather conditions. Given its relative size and the nature of most commodity
markeéts, the Company has little or no influence over the market's pricing levels for its woed products.
Accordlngly,I the Company will continually seek to reduce controllable costs and expenses from its
manufactunng proce'sses Sales of real estate are affected by general economic conditions and interest rates,
specilically as such factors are manifested in the Company's operating area of central Arkansas.

Slgmf icant accompllshments during the year of 2006 include: (1) the Company's Real Estate
segment had sales of almost 55 acres of commercial real estate propertles inctuding the sale of
approxlmately 38 acresito an affiliate of RED Development, LLC for the development of "The Promenade at
Chenal“ an/upscale I|festy|e shopping center; (2) Deltic's Woodlands segment maintained pine sawtimber
price at 2005 levels desplte downward pressure from a weakened lumber market (3) the Company's 50-
percent mterest in DeI-Tln Fiber, L.L.C. had a record return in 20086; and (4) Deltic leased natural gas drilling
rights for apprommately 11,000 net mineral acres in an area of Arkansas known as the "Fayetteville Shale
Play", bnnglng the total amount leased to approximately 26,000 net mmeral acres; and (5) Deltic essentially
completed |nsta[|at|on of major capital upgrades at both sawmills in order to improve operating efficiencies and
reduce unit manufacturlng cost, which contributed to its Mills segment generatlng positive cash flow in 2006
desplte depressed average sales realizations.

The Woodtands segment continued its trend of steady contributions to earnings during the current
year. The 2006 ptne sawtlmber harvest valume of 580,000 tons was vrrtually unchanged when compared to
2005's volume of 581 000 tons. The segment s 2006 operating income was also essentially unchanged from
2005. The Company aocelerated the 2006 pine sawtimber harvest by ten percent during the first half of 2006
to take advantage of favorable market conditions. With housing starts down and the resulting impact of mill
curtaﬂments during thellast half of 2006, Deltic expects average pine sawtimber prices to decline slightly in
2007. :

|

Whrle Iumber productron levels within a region can influence pine sawtlmber prices, lumber pnces
typlcally do not Over the long-term, there is a fundamental correlation between the level of lumber prices and
pine & awtrmber prrces |However, in the short-term, the geographical size differential between the lumber and
pine & awtlmber markets results in the two acting somewhat mdependently,of each other. Pine sawtimber
markets operate pnmarlly within local or regional areas with sales being mainly to sawmills. These mills are
subject to a relatlvely flxed level of demand for raw materials that is dnvenlby the facitities’ required production
Ievel« Increases in! pnc:ng levels within the lumber market typrcally do not have a significant effect on the
exlstlng demand for raw materials in the short-term, resulting in little |mpact to pine sawtimber prices. This
trend would| typically also be true in the short-term during times of a depressed lumber market.

|
UItrmater the Company‘s ability to sell-pine sawtimber at acceptable prices in the future will be
dependent upon the S|ze or existence of markets for manufactured Iumber and other wood products. The
Com: oany contmues to manage the harvest levél of its forests on a sustainable- -yield basis.
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Deltrc has increased the return requrrements for the sale of higher and better use and non- strategrc
timberland, and acc:ordmglyI the Company, has reduced tlmberland sales actrvrty Timberland desrgnated as
higher and better use, consrsts of tracts with market values that exceed the land’ s worth as a timber growmg
platform. Deltic's approxrmately 58,000-acre trmberland holdrngs in the expandrng westward growth corndor
of Little Rock, Arkarisas, is an example of such Iand Non—strateg|c timberland rs composed prrmanly of tracts
too small to allow efficient tlmber management, those geographrcally isolated from other Company fee lands,
and acreage otherwise not deemed strategic to Deltic's operatlons or growth.

The ancrllary values of land ownershrp, such as revenues from huntrng leases, mineral lease bonuses
and royaltres and Iand easements have hlstoncally prowded :additional income to Deltic’s Woodlands '
segment Recent advances in technology and mcreased prrcrng levels have resulted in the economrc viability
of expanded natural: gas exploratlon within;the state of Arkansas One current area of activity, known as the
“Fayettevrlle Shale Play is an unconventicnal natural gas reservorr ranging in depth from 1,300 feet to 6,500
feet, and is spread across multrple Arkansas countres Dunng 2006 and 2005, Deltrc leased-approximately
11,000 and 15,000 net mlneral acres, reSpecttvely in this area to various exploratlon enterprises and!recelved
applrcable lease bonus payments and the possibility of future1 royalty income should production be established.
The Company continues to evaluate additional leasmg requests within the Fayettevrlle Shale Play, |although
future leasrng will probably not be significant. The ultimate benefrt to Deltic from these mineral teases remains
speculatlve and unknown to the Company and is contmgent on the successful extraction and sale of natural
gas from the area. . '

For the Milis segment the status of the Iumber market and the resulting |mpact on the Company's
commodlty softwood lumberl products will contlnuously |mpact operating strategles and financial results. U.S.
housing starts for 2005 reached their second hrghest level on record, exceeded only by 1972. During|the
second half of 2005 and the first part of 2006, the ' Federal Reserve steadily rncreased the Federal Funds Rate
in an effort o gradually slowleconomlc growth and hold mﬂatron in check. These increases, as well’ as other
lnﬂatronary factors, signifi cantly slowed housing starts in 2006 Consequently, the high demand and prrcrng
levels for softwood lumber products experienced durlng 2004 and 2005 declined to 10- -year lows for some
dlmensrons during 2006 The segment's 2006 average lumber sales price declined 12 percent when 1
compared to 2005. As with any commaodity market the Company expects the hrstorrcal volatility of lumber
prices to continue in the future Many factors can affect leltlc s average lumber sales prices in 2007.] Most
industry analysts are prOJectrng a weaker housrng market to contrnue into 2007 due to record-level housing
inventories in 2006 and mcreased financing costs1 Other, factors impacting future lumber prices include the
extent of industry curtarlments and the potential for decreased imports due to theI resolution of the softwood
Jumber trade dispute between the U.S. and Canada. The Company will also be impacted by the level of repair
and remodelrng actrvrty ! I : o

Slnce commodrty—based markets rarely benefit from real price growth, after inflation, Deltic has
concentrated management‘s| attention, in regard to its manufacturrng operations, 0n improving sales
realizations through product and customer mix enhancements and improving productlon efficiencies and the
cost structure at its lumber m|lls The Company i is' anhcrpatrng improved efflmencres at the Qla Mill after it has
completed the final step of a; caprtat upgrade program Management beiieves thrs upgrade will help the mill's
future operations by mammrzmg hourly production, levels wrth the smaller log srzelavallable as raw matenal for
this mill; Deliic's Mrlls segment reported a decrease in volumes of finished lumber production and sales for
the year of 2006. The' decrease in lumber productlon was prrmarlly due to the efimination of an operating shift
at the Ola Mill in response to|decreased demand and pncrng

Sales actrvrty levels for the Company's real estateI devetopments are affected by economic condltlons
that influence the level of housmg starts in the central Arkansas region, including general gconomic condltlons
and interest rates. The ef‘fect of rising mortgage mterest rates in 2006 decreased the overall demand for
resrdennal lots in Chenal VaIIey the largest.of the Companys 'three active developments, as evrdenced by
Chenal Valleys 89 resrdentral lot closings in 2006. | This was a reduction of 141 Iots from 2005's level of 230
reS|dent|al lot closmgs The reductlon of commltments from area builders which was noted in the last half of
2005 contrnued into 2006 As a result, the Company developed 76 lots in 2006 and currently does not plan to
offer any new lots in 2007 Ultrmately, the impact to Deltic's overall real estate busrness model from moderate
fluctuations in the annual volumes of residential lot sales |s deemed minimal in Irght of the Company's

4
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continued focus on tllte long-term financial returns from the ultimate build-out of the Chenal Valley
development In Deltlc s other two active developments, Red Oak Ridge had sales of 23 lots and Chenal
Down:, had sales of four lots. The Company's Red Oak Ridge real estate development in Hot Springs,
Arkansas experlenced a record level of activity and residential lot sales in 2006. Deltic has 66 developed lots
in Red Qak Ridge and 16 in Chenal Downs uncommitted as of year-end 2006 While Chenal Downs is fully
developed Deltic plans to develop additional lots within Red Oak Ridge subsequent to 2007. Actual future
annucrl lot developms\ant levels will be dependent upon the demand for the Company’s residential lots.

The|Real Estate segment’s average sales pnce for residential lots sold in 2006 was $103,800 which
was an increase of 32 percent when compared to 2005, due to the current-year sales mix including a smaller
percentage ¢ of Iower-pnced lots as increased interest rates in 2006 more srgnlflcantly impacted potential lot
buyers in thls market segment Deltic's lot development plans provide for a mix of lot offerings that represent
all recll estate market segments for a planned community. Neighborhoods ad]omlng Chenal Country Club's
second 18- hole champlonshlp golf course designed by Robert Trent Jones Jr. represent the highest priced
market segment in the Chenal Valley development. Average prices for non-golf course lots are fower and vary
betwe en nelghborhoods depending on other factors such as lot size and location. The mix of lot offerings for
any given year will be driven by lot inventory and expected demand.

Durlng 2004, the Company disclosed plans for a 1,170-acre, 187 Iot upscale residential development
The F'tdges 'at Nowlm Creek on a portion of its land holdmgs located within the Highway 10 growth corridor
west of Chenal Valley A portion of the development is located within the watershed of Lake Maumelle, a
pnncnoal source of drlnklng water for Little Rock. Due to this enwronmentally sensitive locale, the Company's
plans mclude best management practices using the most modern and proven methods to create a low-impact
development in order to protect water quality in the lake. The local water utlllty commissioned the preparation
ofa watershed management plan, which it subsequently adopted. This plan is largely compatible with the
Company‘s Iow-lmpact development plans. However, shortly after commissioning preparation of its new
watershed management plan in 2005, the utility filed a petition in the Circuit Court of Pulaski County Arkansas,
to condemn that portlon of the development within the lake’s watershed, and deposited its estimate of just
ompensatlon for the Iand taken. The condemned property includes all of 99 lots, parts of an additional 20
planned lots, and proposed access to seven planned lots as well as approx1mately 40 acres not within the
development Deltlc |n|t|ated proceedings to have a jury determine the true amount of just compensation for
the. takmg of the lands as well as other damages. The trial regarding the jUSt compensation for the property
subject to the condemnatlon was scheduled to begin in March 2007. On March 8, 2007, the Board of
Commlssloners for Central Arkansas Water authorized the utility to settle |ts condemnation action against the
Company. The Company will need to further assess the viability of proceedlng with development of lots in the
remaining acreage. (For further discussion, refer to Notes 17 and 20 to the consolidated financial statements.)

Commercial real estate sales activity is by nature less predictable than residential activity. With the
number of res:dents in Chenal Valley and other west Little Rock areas growlng steadily, and momentum
creat-=d from previous sales of commercial acreage in the development, |nterest in the Company's remaining
commercnal acreage is mcreasmg The volume of commercial sales totaled 54.9 acres in 2006 versus 5.7
acres. in 2005 However the average sales price per acre decreased srgnlt" icantly from $945,800 for 2005 to
$248 400 for 2006. The commercial real estate sold in 2005 provided a higher-than-normal average sales
prlce per acre due to the sale of a prime location at a key intersection, whlle the average sales price per acre
retumed to a'more normal range in 2006. Future pricing trends for commercual real estate sales are difficult to
predl"t andlare mﬂuenced by multiple factors, which include intended use of the site, motivation of the
purchaser and property location and access. No commercial acreage is mcluded in the Chenal Downs
development or the planned development of The Ridges at Nowlin Creek. . ' Red Oak Ridge includes a small
amount of commercnal property, depending on actual final land usages. The Company will begin to develop
and offer commercnal snes as this development's population density increases.
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. Operating results for Del-Tin Fiber are affected prrmanly by the overall MDF market and plant
operating performarnice. The largest market segment foriMDF is furniture. However this segment has
continued to shrink as Chlnese imports continue to take U.S.Imarket share. The end of 2005 brought about
higher than nermal demand for the season, allowung the industry to enter 2006 wrth lower inventory and poised
for improved pricing. The market remained strong until the fourth quarter and brought about record pnces for
Del-Tin Fiber. The current growth markets in MDF are thin panels used pnmarlly for store fixtures and
flooring. Del-Tin Fiber concentrated in these segments durlng the year and successfully changed the product
mix to a high percentage and more profitable mix 'of thinner products The fourth quarter brought a much
slower market and entering|2007, the forecast for MDF does not show growth in sales.

‘ l

Operationally, Del-Tin Fiber continued to make significant advances durlng 2006. The plant's
management team remained focused on raising the plant's uptlrne percentage and achieved a record high.
The percentage of premium grade products contrnued to cllmb during 20086. The plant had record prof its
during 2006 as a result of hlgher prices in the mdustry and the shift to thinner products During the fourth
quarter raw material pnces rose by 21 percent caused by severe shortages of resrn and wood products This
trend is expected to oontlnue durlng 2007. . Future efforts arelbelng ooncentrated on further i lmprowng
produchvnty levels and plant ¢ efficiencies and maklng addrtlonal reductions in the plant's manufacturing cost per
thousand square feet ("MSF") L : '

' !

' f
Significant Events I l |
On April 6, 2004, RED Developrnent LLC announced that it planned to purchase from Deltic a site
within Chenal Valley for "The Promenade at Chenal" an upscale lifestyle shoppmg center. After extenswe
efforts by both parties, the sale of 38 acres of commercral property was closed on September 27, 2006 The
development of "The Promenade at Chenal" is strategtc to Chenal Valley in that lt is expected to further
mcrease interest in the Company‘s additional 135 acres of commercnally-zoned property adjacent to the site.

.On September 9, 2005 the Company completed an agreement with SunTrust Bank and other banks
an unsecured and commltted revolvmg credit facility totaling: $260 million. The facrllty also contains a $50
million letter of credit feature The agreement, whrch will explre on September 9, l2010 replaced the exlstlng
facility that was scheduled to expire July 15, 2007. The funds available through thls agreement will enable
Deltic to take full advantage of value-adding growth opportunltles as they present themselves.

On August 26, 2004 Del-Tin Fiber successfully refi nalnced its existing long-term debt by enterlng into
a creditagreement con5|st|ng of a letter of credit and term Ioan with multiple Iendlng institutions pursuant to
which, $60 million of: its $89 million industrial revenue bonds’ were redeemed. Under the new credit
agreement the lenders, on September 1, 2004, loaned Del- Tll‘l Fiber $30 million, lwhlch will be repayable over
five years in equal quarterly mstallments that began on December 31, 2004, and issued on Del-Tin Fiber's
behalf, a letter of credit in the amount of $29.7 million to support the remaining mdustnal revenue bonds
onglnally issued in 1998 by Umon County, Arkansas This refi nancnng resulted i rn more favorable credit terms
for the joint venture. The most notable was the removal of the remaining requlred bond sinking fund |
payments of $55.9 million due in 2005 under the pnor debt fac:llty (For additiona! information about the
Companys mvestment in Del-Tin Fiber, refer to Note 3 to the consoltdated financial statements. )

From the time productlon began at DeI-Tm Flber in 1998 until the fourth quarter of 2003, both
operattng and financial performance were below the expectatlons established at the time that the decision to
construct the plant was made. As a result, on Apnl 25, 2002, Deltic announced that Banc One Capltal
Markets, Inc. had been retalned as financial advrsor to assist in the evaluation of strateglc alternatives|for the
Company's investment in Del Tin Fiber. Subsequently, Deltic’ s management and Board of Directors
completed its review of these strategic alternatlves and announced the Company‘mtended to exit the MDF
business upon the earliest, reasonable opportunlty prowded by the market. As a result of this dec:sron the
Company's evaluation of possrble impairment of the carrying value of its mvestment in the jornt-venture was
based primarily upon the estimated cash flows from a p055|ble sale of the Company’s interest during 2003 and
resulted in a determination that the Company's mvestment was impaired as of December 31,2002. The
investment was written off, to zero, and the wnte-olff amounted to $18.7 million before income taxes.

o
| |
|
|
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Due to the Company’s commitment to fund its share of any of the facnllty's operating working capital
needs until the fac:hty was able to consistently generate sufficient funds to meet its cash requirements or
Deltlc S ownershlp was sold, the Company recognized equity in Del-Tin Flber equal to the extent of these
advances dunng 2003 For the year of 2003, such advances apprommated the Company's equity share of
Iosse: for the plant; accordlngly, the investment in De!-Tin Fiber at December 31, 2003 was zero. The
' Company also contlnued to utilize its management resources to work with Del Tin's management and the
jomt-\renture partner| to |mprove operating performance at the plant. As a result of these improvements, on
December 11, 2003 Deltlc s Board of Directors revised its intent regardlng the Company’s investment in
Del-Tin Fiber and ceased efforts to sell the Company's interest in the joint \ venture, while continuing to focus
on improving operatmg ‘and financial results of the plant. Due to this de0|5|0n the 2003 evaluation of fair value
for the investment was based primarily upon the future net cash flows from Del-Tin Fiber's operations over the
remaining Ilfe of the plant In 2004, the Company began recording its eqmty share of the operating results of
the joint venture |

, i
Results of |Ope.at"atlfons
In the following|tables, Deltic's net sales and results of operat|ons are presented for the three years
ended December 3, 2006 Explanations of significant variances and additional analyses for the Company's
consolidated and segm'ental operations follow the tables.

Years Ended December 31,

+ (Millions of dollars, except per share amounts) 2006 2005 2004
i Net sales )
i Woodlands . % 378 35.1 31.0
| Mills | 101.9 121.2 98.0
f Real Estate 355 33.0 311
Eliminations (21.9) (20.9) (18.1)
Nziat sales $ 1531 _168.4 1420
Operatlng income and net income
Woodlands $ 225 22.4 19.6
MI"SJ (5.3) 6.3 6.6
Real Estate 13.9 10.7 8.0
. Corporate (13.1y  (12.7) (11.6)
I Eliminations g (.4) 5
' Operating income 18.7 26.3 231
T |
! EqU|ty in Del-Tin Fiber 2.9 - 4
' Interest income 5 2 4
Interest and other debt expense (5.4) (5.8) (6.0)
lnterest capitalized 1.2 - -
Other mcome 3 - A
, Income taxes (6.9 {6.2) (6.9)
| Net income $ _11.3 14.5 11.1
; Earnings per common share $ 91 1.18 .92

'
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"The $3.2 mIHIOﬂ decrease in net income for 2006, when compared to 2005, was primarily the|result of
a lower average lumber sales price for the Mills segment due to a weakened softwood lumber products
market: The decrease for the Mills segment was partlally offset by improved operatlng income from the
Company s Real Estate segment and increased equrty inl Del- T|n Fiber. The decrease in interest expense was
primarily due to the capltallzatlon of interest related toits Real Estate operatlons | (For further dlSCUSSIOl"I refer
to Note! 16 to the consolldated financial statements ) The $3. 4 million increase |n net income in 2005 when
compared to 2004, was the result of improved operatmg results for the Companys Woodlands and Real
Estate segments combined with a non-cash i mcome tax benet" t of $1.7 million created by the impact of the
reversal of an estimated valuation allowance prevnously applled to portions of Delt|c s deferred tax assets
These |tems were partially offset by an increase |n general and administrative expenses Deltic reported
$168.4 million in total net sales in 2005, which was a record for the Company.
l
Operating income for 2006 decreased $7. 6 million, or 29 percent, when compared to 2005. Results
for the Woodlands segment were virtually unchanged while the Mills segment s operatmg results decreased
$11.6 m|II|on due prlmarrly to the decrease in average Iumber sales price. Real Estate operating. mcome
mcreased $3.2 million'due to increased commerclal acreage sales, partially offset by decreased sales of
resrdentral lots and undeveloped real estate acreage Corporate operatrng expense increased $.4 mllllon due
mainly to higher general and administrative expenses Operatlng income for 2005 increased 13 percent when
ompared to 2004. The Woodlands segment mcreased $28 mllllon due prlmarlly to an increase in the
average per-ton pine sawtimber price. Mills segment operatrng results decreased $.3 million despite j
increases in both average lumber sales price and lumber sales volume due prlmar:ly to increased raw material
costs. Real Estate operating income increased $2 7 million resulting from 2005 benef‘ iting from the sales of
higher margln residential lots and commercial acreage partially offset by a decrease in sales of undeveloped
real estate acreage. '
i
Woodlands | :

!Selected financiat ar}d statistical data for the Woodlands segment is shown in the following table.

! :
| 2006 2005 2004

|

Net sales (millions of dollars) | '
Pine sawtimber : | $ 261 26.0 23.3
Pine pulpwood ‘. ; 3.5 27 1.6
Hardwood sawtimber 5 R ] 8
Hardwood pulpwood 5 6 4
Sales volume (thousands of tons) C
Pine sawtlmber ‘ o 580 581 578
Pine pulpwood : | ‘ 416 298 235
Hardwood sawtimber ? 17 17 15
Hari:lw001'J1 pulpwood ‘ ] 107 91 71
i
| Sales price (per ton) | i
Pine sawtimber l L § 45 45 40
Pine pulpwood : ' 8 9 7
Hardwood sawtimber , 30 51 58
Hardwood pulpwood ‘ 5 7 6
Timberland B i
Net'sales (millions of dollars) ! $ 2 3 1.4
Sales volume {(acres) | 200 45 1,150
Sales prlce (per acre) l $ 1,400 5,300 1,200
| 1 i
| .
|

! ’
' i

28




Total net sales in 2006 increased $2.5 million, or seven percent, when compared to 2005. Sales of
pine pulpwood mcreased $.7 million due to an increase in harvest level Wthh was partially offset by a slightly
lower per-ton average sales price. Other items attributing to the increase |n total net sales were a $.8 million
mcrease in hunting and oil and gas lease income, a $1.2 million increase ln freight revenue, and a $.2 million
mcredse in other mcome related to seismic permits and wellsite damages.’ ' Sales of hardwood sawtimber
decreased by $.4 ml||IOT due to a lower per-ton average sales price. '

T

Total net sales ll‘l 2005 increased $4.1 million when compared to 2004 Sales of pine sawtimber
mcreased $2 7 million, or tweive percent, from 2004, attributable to the i mcrease in the average per-ton pine
sawtimber prlce Sales|of pine pulpwood increased $1.1 million due to an increase in harvest level and a
higher per-ton average sales price. During 2005, sales of timberland decreased by $1.2 million from 2004,
[duetoa general reductlon in the number of acres sold. Other items aurlbutlng to the increase in total net
sales was a :$.6 million increase in freight revenue and a $.4 million increase in lease revenue.

' The Woodlands segment's operating income for 2006 was $.1 m||||0n more than 2005 due to the
increase in net sales and a reduction in cost for salaries and benefits and snlwculture expense, partially offset
by i mc reases in fre:ght expense and cost of fee timber harvested. The Woodlands segment's operatlng
mcome for 2005 was $2.8 million more than 2004 due to the increase in rlet sates and a reduction in the cost
of tlmberland sales, partlally offset by increases in silviculture expense, frelght expense, and cost of fee timber
harvested. |
Mills ;

‘ |
Selected financial and statistical data for the Mills segment is shown in the following table.

2006 2005 2004

Net sales {millions of dollars)
Lumber § 851 101.8 83.8
Residual products 12.8 14.8 11.0

Lumber

F|mshed production (MMBF) 253 265 224
Sales volume (MMBF) 263 276 229
, Sales price (per MBF) $ 324 369 365

Total sales in 2006 decreased $19.3 million, or 16 percent, when compared to 2005. The decrease
was due to a lower average lumber sales price combined with less volume sold, decreased revenues from
sales of re5|dual by-products due mainly to decreased lumber production, and a decrease in freight revenue
due t> decreased lumber sales volume.

Total sales in 2005 increased $23.2 million, or 24 percent, when compared to 2004. The increase
was due to a higher sales volume at a higher average lumber sales price, increased revenues from sales of
reS|dual by-products due mainly to increased lumber production, and an increase in freight revenue due to
incre: ased lumber sales volume. !

The decline|in the Mills segment's operating income for 2006 was due to the same factors that
impacted sales. The reductlon in the Mills segment’s operating income for 2005, despite an increase in net
sales, was due prlmarlly to increased raw material log costs.

|
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Selected financial and statistical data for the Real Estate segment is shown in the fallowing table.

o 2006 2005 2004
Net sales (millions of dollars) v )
Residential lots ‘ l $ 120 19.6 211
Commercial sites ! o 13.6 5.4 1.0,
Undeveloped acreage | o - 4 2.6
Sales volume | : |
Residential lots [ ’ l 116 249 290
Commercial acres | 55 6 4
Undeveloped acres i - 7 94
| :
Average sales price (thousands of dollars}
Residential lots ‘ J i $ 104 79 73
Commercial acres ; : | 248 946 226
Undeveloped acres l - 64 28
| -

'Total net sales in 2006 increased $2.5 mrlllon or eight percent, over 2005 due primarily to mcreased
commercial real estate sales partially offset by decreased revenues from the sale of residential lots and
undeveloped real estate acreage. The 2006 sales volume of commercral acreage increased signifi cantly to
55 acres versus six acres dunng 2005, but the average sales price per acre was lower in 2006 at $248,400
per acre versus $945,800 in 2005 due to the locations and mtended use of the commercral sites sold.| While
the number of residential Iots sold decreased by 133 lots, the' average lot sales pnce increased 32 percent to
$103,800 per lot, due to the sales mix of the lots sold There were no sales of undeveloped acreage |n 2008,
while seven acres were sold in 2005. Chenal Country Club, Inc. produced net sales of $6.7 million for, 2006,
an increase of $.3 million. | }
| !

,Total net sales mcreased $1.9 million in 2005 or six percent due to mcreased commercial real estate
acreage sales, partially oﬁset by decreased revenues from the sale of resrdentlalllots and undeveloped .
acreage While the number of residential lots sold decreased Ithe average price per lot increased due]to sales
mix. The 2005 sales volume of commercial acreage was a slight increase over 2004 however, the 2005
average price per acre mcreased significantly due to the locations and intended use of the commercial sites
sold. Chenal Country Club, Inc. produced net sales of $6 4 million for 2005, an increase of $.5 million!

t I

The changes in the Real Estate segment's operating income were due primarily to the same factors
impacting net sales. ! 1 ;

Corporate \ : !

The increase in operating expense for Corporate functlons of $.4 million i in 2006 was due primarily to
higher salaries and benefits and increased legal fees, partra[ly offset by lower employee relations costland
decreased charitable contrrbutlons ; . ’

l

The increase in operatmg expense for Corporate func!tlons of $1.1 million in 2005 was due primarily
to, increased incentive plan expenses due to |mproved frnancral results, and mcreased charitable
contributions, partially offset by higher 2004 retirement plan expenses not present in 2005 related to separated

employees |




! |
Eliminsations

lntersegment sales of timber from Deltic's Woodlands segment to the Mills segment were

$21 9 rniflion i in 2006, $2O 8 million in 2005, and $18.0 million in 2004. The $1 million increase during 2006
was due pnmanly to a Iarger transfer volume and the $2.7 million increase durlng 2005 was due primarily to a
hlgher average transfer price. There were no intersegment timberland sales commissions in 2006, 2005 or
2004. | | .

Equity in Del-Tin Fibelr

For the year ended December 31, 20086, equity in Del-Tin Fiber recorded by the Company was
$29 I'Tll||I0n compared toizero in 2005 and 2004's equity income of $.4 m|II|on
I
Addlttonal selected financial and statistical data for Del-Tin Fiber is shown in the following table.
- | '

| 2006 2005 2004
| Net sales {millions of dollars) $ 737 63.0 654
; Flnlshed productlon (MMSF) 147.0 140.9 148.3
Board sa!es {MMSF) 144.9 139.8 150.4
Sales prlce (per MSF) $ 456 403 398

1
i

Average sales pnce for 2006 increased $53 per MSF when cornpared to 2005 due to favorable

market condltlons for the first nine months of 2006, in conjunction with a change in preduct mix to include a

greater percentage of|th|n board and an increase in premium grade production. For 2006, manufacturing cost

per MSF sold increased two percent due primarily to increased resin and other raw material cost.

Average sales price for 2005 increased $5 per MSF when compared to 2004 due to favorable market
conditions in addition to a change in product mix to include a slight increase 'of thin board and an increase in
premlum grade productlon During the first quarter of 20095, the facility's operat:ons were hindered by a
temporary production cur‘tallment caused by a fire at the plant. The effect of the first quarter curtailment was
decreases in both fi nlshed production and sales volumes for the plant. For 2005 manufacturing cost per MSF
sold was up two percent due primarily to decreased production volume and increased petroleum-based resin
raw materlal costs.

I

Interest lf;vcome/Expense

When compared to the prior year, interest expense for 2006 decreased $1.6 million due primarily to
capitalized |nterest related to the Company’s Real Estate operations and to a reduction in outstanding debt.
The 2005 year decreased $.2 million from 2004 due primarily to a reduction of long-term debt. (For further
dlscus*,lon refer to Note! 16 to the consolidated financial statements.)

Income Taxes t‘
I

The effectlve mc'ome tax rate was 37 percent, 30 percent, and 38 percent in 2006, 2005, and 2004,
respectlvely |The mcrease in the effective income tax rate for 2006 was due|primarily to valuation allowance
adjustrnents in 2005 combined with a higher effective rate for state income taxes. The decrease in the
effectr\e mcome tax rate|for 2005 was due primarily to the impact of an mcome tax benefit created by a
reversal of the estlmated valuation allowance related to accumulated state net operating loss carryforwards,
as it was more likely than not that the future benefits of these state net operatlng losses would be utilized in
therr entlrety Before recordmg the reduction in the valuation allowance, the,Company's effective income tax
rate for 2005 was 38 percent
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Cash Flows and Capita! Expenditures :
|

+ Net cash prowded}by operating activities totaled $39.1 million for the year ended December, 31, 2006/
which compares to $43.1 million for 2005 and $42 1 million for 2004. Changes in operating workmg capital,
other than cash and'cash equwalents provided cash of $4. 5 million in 20086, $1 -2 million in-2005, and
$.9 mlllron in 2004. Net cash provided by other operatmg actlvmes included changes in long-term deferred
mlneral lease bonus revenue of $2.4 million in 2006 $1.3 million in 2005, and zero in 2004. Also mcluded in
net cash provided by other.operating activities |n 2005 was $3 8 million recelved in connection with the
condemnatron of portions of the Company’s planned real estate development, "The Ridges at Nowlm Creek".
The Company‘s accompanying Consolidated Statements of Cash Flows identify other dn‘ferences between
income and cash provided by operating actlvmes for each reported year.

I
Caprtal expenditures required cash of $27 6 million |n 2006, $33.2 million in 2005, and $24 2 million in
2004. Total capital expendltures by segment, for the yearslended December 31, 2006, 2005, 2004I are
: presented in the foIIowmg table. f i
I
|

|
(Millions of dollars) ; | 2006 2005 2004
! t
Woodlands ! : ! $ 33 7.0 6:7
. Mills ‘ ) i 8.8 10.7 438
Real Estate ‘ | 15.6 15.4 12l5
Corporate _ o ! l d - 1 2
Total capital expenditures - i 27.8 - 332 2412
Non-cash land exchange ! l (.2) -
Total capital expendltures requiiring cash i | $_276 33.2

' Woodlands capital expenditures mcluded tlmbertand acquisitions of appro;umately 400 acres at a cost
of $1.1 million in 2006 approximately 1,800 acres at a cost of $5.4 million in 2005, and apprommately 4,200
acres at a cost of $5 1 mllllon in 2004. Reforestatlon site preparatlon and plantlng required expendltures of
$1.5 mllllon in 2006, $1.3 mllllon in 2005, and $1 4 million in, ' 2004, and were the result of expansion pf the
Company's planting program due to recent acqwsmons of tlmberland and to final harvests of mature stands,
necessnatlng regeneratlon l

+ During 2006, 5|gn|f icant capital expenditures for the‘MnIIs segment included $1.7 million to make
improvements to the prlmary breakdown and automatic log rotation system at the Ola Mill, which erI increase
shift uptime and reduce recovery losses assomated with cants mrs—manufactured due to poor rotatlon The
Ola Mill also lnstalled a stick laying stacker at a cost of $.7 mllllon which will i |mprove uptime, effICIenCIes and
productivity. Also at the Ola Mill, $.4 million was lexpended on sawmill modifications, '$.3 million on log loader
improvements, $.3 million on the air system improvements, and $.2 million on edger upgrades. The|Waldo
Mill expended $1.7 million on sawmill modifications to improve efficiencies and productlwty $.6 million was for
an automatic stick-laying system for the exrstlng lumber stacker, and $.4 million was expended on a|reman/
re—entry system. | 1

f

During 2005, sngmf icant capital expenditures for the'Mills segment included $6 million to add an
additional boiler and upgrade the lumber drying kllns at the Waldo Mill to |mprove sales realizations, while
reducing costs, and to increase the mill's lumber|dry|ng capacrty At the Ola M:II a primary breakdown
redesign and rebuild'of the lsawmill processing equipment was performed at a cost of $1.3 miillion WhICh
focused primarily on |mprowng the handling systern used to feed logs into the sawmrll and overall ﬂow of
green/lumber through the sawmlll Also, at the Ola Mitl $ 5 m|II|on was expended to complete the mstallatlon
ofa seml-automated Iumber grading system. Dunng 2004, $1 million was expended at the Waldo M|II for an
semi- automated lumber gradlng system and $.7 m|II|on for the initial phase of the beiler and drying kllns
pro;ect At the OIaIMlit $.6 million was expended toward the installation of the semi-automated lumber
grading system there. ! |

| S
e

32




Capital expendrtures for Real Estate operations related to the cost of residential lot development
totaled|$2.4 million in 2006, $9.5 million in 2005, and $7.6 million in 2004. Land acquisitions required
$ 6 million in 2006 and 3 f'r' million in 2004, with no such expenditures in 2005 Infrastructure construction
requrred $.3 mlllton in: 2006 and 2005, and $.1 million in 2004. Expendrtures related to golf operations at the
two courses at Chenal Country Club totaled $.1 million in 2006 for course malntenance equipment and golf
carts compared to-$. 3 million in 2005 and $.5 million in 2004. The Company expended $6.1 million on
cIubhouse renovatlons the addition of a fitness center, and additional locker room and dining facilities in 2006.
In addl iion, $1 6 mtlllon was expended in 2006 and $1.7 million in 2005 for the construction of a limited
number of speculatwe homes within the Company’'s Red Oak Ridge development located in Hot Springs,
Arkansas wrth no such expendltures in 2004, Other expenditures were prrmarrly for various amenity and
mfrastructure |mprovements

Deltrc had commrtments of $9.6 million for capital projects in progress at December 31, 2008. This
totat commrtment mcludes $.2 million for reforestation site preparation and road construction, $3.9 million for
Iand ac qursrtrons and 5. 7 million for completion of various projects at both the Qla Mill and Waldo Mill. Also,
$4 7 mrllron were commrtted relating to residential lot and commercial site development and amenity
rmprovements at the Company‘s real estate developments, including $1.4 million for completion of the
renovation prOJect at Chenal County Club.

The net change i |n purchased stumpage inventory provided cash of $ 3 million in 2006, $3.8 million in

2005 and $2. 6 million|in 2004 Advances to Del-Tin Fiber by the Company amounted to $2.8 million,
$4 8 mrilron and $1.6'million, in 2008, 2005, and 2004, respectively. The Company received cash
drstrrbutrons from Del'—Trn Fiber of $4 million in 2006, $3.8 million in 2005, and $1.4 million in 2004. At the end
of 200|> $.1 million ot proceeds from sales of apprecrated timberland parcels were deposited and held by a
trustee to be used to acqu1re timberland designated as "replacement property’ for income tax purposes, as
requrred for tax-deferredlexchanges The $4.6 million received for trmberland sold during 2003 was held by
the tru :tee at December 31, 2003, while the Company identified potential trmbertands to acquire in order to
qualrfy,these sales as a tax-deferred exchange. In 2004, these proceeds were received from the trustee and
utrlrzecr to acqurre trmberlands as required. No timberland sales involving tax deferred exchanges occurred in
'2005. Ilnrtratron fees recerved from members joining Chenal Country Club, which are accounted for as a
[reductlon in the cost ba5|s of the club rather than net sales, amounted to $.9 million in 2006, $1.1 million in
2005, and $1.2 million i in, '2004.

1 - {
| Durrr'rg 2008, Deltic borrowed $20 million.and repaid $24.5 million under its revolvrng credit facility.
During 2005, Deltic borrowed $43.5 mitlion and repaid $54.7 million under its revolving credit facility. During
2004, Deltic borrowed $29 7 million and repaid $59 million under its revolving credit facility, in addition to
making repayments of seller-f inanced debt of $.1 million.

The Company only purchased seven shares of treasury stock in 2006 and no shares in 2005.

: Purchases of treasury shares in 2004 were conducted through non-cash transactrons Cash required to pay
comm; an stock drvrdends totaled $3.7 million in 2006, $3.4 million in 2005, and $3 million in 2004. Proceeds
from stock option exerc;lses amounted to $2.5 million, $1.9 million, and $5. 2 million in 2006, 2005, and 2004,
respec trvely Costs of . 7 million related to Deltic's revolving credit facility were paid in 2005. In 20086, the
Comp: any had a benef t |n taxes related to stock options exercised of $.6 million due to the transition to SFAS
123 (F), Accountrng for Stock-Based Compensation.

anancr‘ai Condition i

Workrng capital at year-end totaled $12.7 million in 2006 and $7 million in 2005. Deltic's working
caplta ratio at December 31, 2006, was 2.15 to 1 compared to 1.57 to 1 at the end of 2005. Cash and cash
equ:valents at the end of 20086 were $11.4 million compared to $1.6 million at the end of 2005. The increase
in cash and cash equrvalents was primarily due to a benefit of having paid off the revolving credit facility during
the second quarter of 2006. During 2008, total indebtedness of the Company decreased $4.5 million to $70
m|II|on at year-end. Deltrcs long-term debt to stockholders' equity ratio was .337 to 1 at December 31, 20086,
compdred to 376 to 1 at the end of 2005.
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' The primary sources of the Company's I|qurd|ty are mtemally generated funds, access to outside
frnancmg and workrng caprtal The Company's current strategy for growth contrnues to emphasize rts
tlmberland acqursmon program in addition to expandrng Iumber production as market conditions allow and
developmg reS|dent|a! and/or commercial- propertles at Chenal Valley, Red Oak Ridge and the currently
suspended devetopment of The Ridges at Nowlin Creet|< ]

|
|
|
|
Liquidity | I
|
|

F

i To facilitate these growth plans, the Company has a‘m agreement with a group of banks which
provrdes an unsecured and committed revotvrng icredit facrhty totaling $260 mlllron inclusive of a $50 million
letter of credit feature The agreement will explre on September 9,2010. As of December 31, 2006, all
$260 mrlllon was avallable |as no borrowmgs were outstandrng under or supported by the facrluty The credit
agreement contains restnctlve covenants; mcludrng I|mrtat|ons on the i mcurrence of debt and requrrements to
marntarn certain fmancral ratlos (For additional rnformatlon about the Companys current financing
arrangements refer to Note 6 to the consolidated flnancral statements. )

i

. In December 2000; the Company's Board of Drrlectors authorized a stock repurchase program of up to
$10 mrllron of Deltic common stock. As of December 31 2006 the Company had expended $2.1 mrllron
under this program, wrth the purchase of 96,206 shares at an average cost of $22 34 per share; no shares
were purchased under this ‘program dunng 2006T In its two previously completed repurchase programs Deltic
purchased 479,601 shares|at an average cost of $20.89 and 419,542 shares at a $24.68 per share average
cost, respectlvely | . J

|

Of[f-Balance Sheét Arrangements, Contractual Obligiations and Commitments

+ On August, 26, 20014 Del-Tin Flber refinanced |ts exrstrng long-term debt by entering into a credit
agreement consrstrng ofa Ietter of credit and term loan wrth muItlpIe lending |nst|tut|ons The funds provrded
from this credit agreement were used, together wrth the' existing balance in Del-lTrn Fiber's debt serwce
reserve and bond smklng fund accounts, to redeem $60 million of its $89 million industrial revenue bonds
Under the new credrt agreement the lenders, on{September 1, 2004, loaned DeI Tin Fiber $30 million which
will be|repayable over five years in equal quarterly mstallments that began December 31, 2004, and||ssued on
Del- T|n Fiber's behatf a Ietter of credit in the amount of $29 7 million to support the remaining industrial
revenue bonds onglnatty |ssued in 1998 by Unron County Arkansas Concurrent with this event, on August
26, 2004 Deltic executed a  guarantee agreement in connectlon with the reflnancrng of the debt of Del-Tln
Fiber. ,Under Deltrc s guarantee agreement, Deltic uncondltronalty guarantees the due and punctual payment
of 50 percent ($22 8 million|at December 31, 2006) of Del- T|n Fiber's obligations under its credit agreement.

b

© The Company has adopted the prowsmns of FASB Interpretatlon ("FIN|) No. 45, Guarantor’ s
Accountmg and Dlsclosure Requirements, for Guarantees Includlng Indirect Guarantees of lndebtedness of
Others, an mterpretatron of FASB Statements No 5,57 and<107 and a rescrssron of FASB Interpretatron No.
34. In.accordance wrth FIN 45, Deltic |n|t|ally estlmated the fair value of its guarantee of Del-Tin Frber s credit
agreement to be $3 5 mlthon and included this non cash amount in the Companys Consolidated Batance
Sheet as a Iong-term‘llablhty with an offsettmg mcrease in the Company's investment in Del-Tin Fiber. Deltic is
reducrng this liability systematrcally over the life of the credlt agreement as the Company is releasedJ from risk
under the guarantee.” At December 31, 2006, Deltic’s rema|n|ng liability regardlng the guarantee was
$1.9 million. :

I
. The Company has both funded and unfunded n:I)ncontrlbutory defined beneflt retirement plans that
cover the majority of. |ts employees The plans provrde defrned benefits based on years of service and final
average salary. Deltrc also has other postretrrement benefut plans covering substantrally all of its emptoyees
The health care plan is contrlbutory with parttcrpants contrlbutlons adjusted as needed the life rnsurance plan
is noncontnbutory In-2004 hthe Company mcurred addmonal net periodic expense related to its defrned benefit
retlrement plans resultrng from enhanced retrrement beneﬂts “granted to certain employees upon retlrement
Deltic does not wew these enhanced retirement beneflts as a trend carried forward to years subsequent to
2004. With regards to all of the Companys employee and retrree benefit ptans, Deltic is unaware of any
trends demands, commrtments events or uncertainties that wrtt result in or thattare reasonably likely to result
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|
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in the Company'’s liquidity increasing or decreasing in any material way, or which would cause the 2006
reponed plan information|not to be necessarily indicative of future operating performance or future financial
condmon (For mformatlon about material assumptions underlying the accounting for these plans and other
components claf the plans, refer to Note 12 to the consolidated fi nanC|aI statements )

Tabular summanes of the Company's contractual cash payment obligations and other commercial
commitment exprratrons by period, are presented in the following tables.

| During 2008 2010 After
“(Millions of dollars) Total 2007 to 2009 to 2011 2011
Contractual cash
payment obllgatlons
Real estate development
commltted capltal cost $ 59 3.2 27 - -
Woodlands Iand acquisition
and commltted capital cost 14 1.4 - - -
MI"S oommitted capital cost 7 7 - - -
Long-term debt 70.0 - 50.0 13.3 6.7
Interest on|debt’ 12.5 4.5 5.9 1.8 3
Retlrement plans 64 9 1.8 2.1 1.6
Other postretlrement
benefits | 105 4 .9 1.1 8.1
Other long.term liabilities 9.6 1 8.3 1.2 -
| $ 1170  _112  _696  _195  _167

|
Other commeraal
commltment explratlons
Guarantee of indebtedness

of DeI-Tln Flber $ 228 17.5 53 - -
Trmber cuttlng agreements 8 T A - -
Operatlng leases 2 A A - -
Letters of credit 3 A 2 - - -
t ‘ i $ _24.1 —

18.4 5.7 -

|
Interest commitments are estimated using the Company's current interest rates for the respective
debt agreements over their remaining terms to expiration.

|

Qutlook

Deltlc s managelment believes that cash provided from its operations, the remaining amount available
under;its credlt facility, and its ability to access the credit markets, will be sufficient to meet its expected cash
needs and planned expend|tures including those of the Company's continued timberland acquisition and
stock repurchase programs and capita! expenditures, for the foreseeable future.

The precedmg dlscussron of the Company's liquidity and capltal resources contains "forward-looking
statements"|wh|ch were made in reliance upon the safe harbor provisions of the Private Securities Litigation
Reform Act of 1995, | Such statements reflect the Company's current expec:tat:ons and involve risks and
uncertainties. Actual results could differ materially from those mcluded in such forward-looking statements.
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General infiation has not had a sngnrfrcant effect on the Company's operating results during the three
years ended December 31, 2008. The Company's timber operations are more/significantly impacted by the
forces of supply and demand in the southern Unlted States than by changes in inflation. Lumber
manufacturing operations are affected by the supply of lumber available in the North American market and by,
the demand for lumber by both the North American and forelgn export markets‘ Sales of real estate are
affected by changes in the general economy and long-term mterest rates, specmcally as such may manifest
themselves in the central Arkansas region. ‘

Impact of Inflation , !

|
Market Risk ', ' ;
b
I
Market risk represelznts the potential loss|resulting from adverse changes in the value of financial
instruments, either denvatlve or non-derivative, caused by ﬂuctuatlons in mterest rates, forelgn exchange
rates, commodity prices, and equity security pnces The Company handles market risks in accordance with its
established policies; however Deltic does not enter into derivatives or other fi nancual instruments for trading of
speculatlve purposes. The .Company does, on occa3|on conS|der the need to enter into financial lnstruments
to manage and reduce the |mpact of changes in mterest rates however, the Company entered into no such
instruments during the three -year period ended December 31 2006. Deltic held various financial mstruments
at December 31, 2006 and 2005 consisting of fmancual assets and liabilities reported in the Companys
Consoltdated Balance Sheets and off-balance sheet exposures resulting from contractual debt guarantees
and Ietters of credit |ssued for the benefit of Deltlc pnmarlly in connection with |ts purchased stumpage
procurement and real estate operations. (For addltlonal tnformatlon regarding these financial mstruments
refer to the previous tabular summary of the Company‘s other commercial commitment expirations and to
Note 10 to the consolldated financial statements. )
| : l
. Interest Rate Risk - The Company is sulbject to |nterest rate risk from the utilization of fi nant:lal
mstruments such as term debt and other borrowings. The falr market value of Iong -term, fixed- mterest rate
debt is subject to interest rate risk. Generally, the fair value of fixed-interest rate debt will increase as interest
rates faII and will decrease as interest rates rise. Conversely, for floating rate debt interest rate changes
generally do not affect the instruments' fair value| but do impact future earnings and cash flows, assumlng
other factors are held constant The estimated fair values ofithe Company's long-term debt, |nclud|ng current
maturities, contractual guarantees of debt, and letters of credit at December 31,]2006, were $70.7 million,
$1.9 m|II|on and $.3 million, | respectively. | i
) l
" Aone percentage-pomt increase in prevalllng mterest rates would result in decreases in the estlmated
fair value of iong-term debt of $2.5 million and contractual guarantees of debt ofl$ 1 miflion, while the!fair value
of the Companys letters of credlt would be unchanged Falrrvalues were determined using the current rates
at which the Company could enter into comparable financial mstruments with similar remaining maturities.
There was no impact for 2006 resulting from a one percentage point increase injinterest rates on the
estimated pretax earnings and cash flows, holdlng other variables constant.
|
. Foreign-Exchange Rate Risk - The Company currently has no exposure to foreign-exchange rate
risk because all of its financial instruments are de;nominalted in U.S. dollars.

Commodity Price Rfsk - The Company hlas no ﬁnancial instruments subject to commaodity price risk.

| Equity Security Price Risk - None of the Companys financial instruments have potential exposure to
equity secunty price risk. | |

The preceding dlscu55|on of the Company's estrmated fair value of its fi nanC|aI instruments and the
sensmwty analyses resultlng from hypothetical changes in mterest rates are "forward- -looking statements"
within the meaning of the Private Securities Litigation Reform ‘Act of 1995, Such|statements reflect the
Company's current expectatlons and involve uncertalntletls These forward- looking market risk disclosures are
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g,electi\ﬁe in nature anq only address the potential impact from financial instruments. They do not include other
potentizlxl effects whichI could impact Deltic's business as a result of changes in interest rates, foreign-
exchange rates, commoqity prices, or equity security prices.

Critical Accounting Pc:)ﬁcies and Estimates

- The Company ha!s identified seven of its current accounting policies ‘as being, in management's view,
c':ritical to the ‘portrayal‘ of the Company'’s financial condition and results of op;erations. Additionally, six of these
policies; requiire significant assumptions and/or estimates on the part of manggement as it pertains to certain
factors inherent in the po!icies. The Company's senior management has dislcussed the development and
Iselectic‘m of its critical Iacclzounting policies and estimates with the Company's Audit Committee. With the
exception of the reduction of the Company's deferred tax asset valuation allowance in 2005 (Refer to Note 8 to
the corsolidated finanlcia! statements), Deltic has not made any material changes to its critical accounting
pstimailzes in the last three years. These policies, along with explanations of the key assumptions andfor
9stima1;es coqsidereduby management, are described below. (Fora listing of all significant accounting policies
of the Company, refer to Note 1 to the consolidated financial statements.)

1) !r:westmenr in Real Estate Held for Development and Sale — Real estate held for development
and sale is stated at the lower of cost or net realizable value, and includes direct costs of land
and land Be\{elopment and indirect costs, including amenities. Indirect and amenity costs are
allocated ito ilndividual lots or acreage sold based on relative sales value. Direct costs are
allocated on a specific neighborhood basis, while indirect costs for the Company’s four
development areas — Chenal Valley, Chenal Downs, Red Oak Ridge, and the currently
suspende'd The Ridges at Nowlin Creek — are allocated to neighborhoods over the entire

' B I . +
respectwé dgvelopment area based on relative retail values.

The key factors involved in determining the Investment in Real Estate Held for Development and
Sale are:| (1) the treatment of the clubhouse and golf course at Chenal Country Club, the amenity
around which the Chenal Valley development is centered, as an amenity rather than an operating -
fixed asset eind (2) the management estimates required to estimate the future indirect
development costs and sales values of the areas of Chenal Valley yet to be developed. Due to
accounting for Chenal Country Club as an amenity, the cost of the clubhouse and golf course,
i'ncluding‘the: estimated cost of planned future improvements, are charged against income as real
estate is §o|g rather than depreciating this cost. This amenity treatment also records the initiation
fees recqiveld from members joining the club as a reduction in the cost basis of the club rather
than as net sales. In addition, the Company’s model for allocating the indirect cost to be
expensed against each piece of real estate sold requires management to estimate the future
indirect cjost;s to be incurred for the entire development, primarily infrastructure costs and future
improvements at Chenal Country Club (net of estimated future initiation fees to be received), as
well as the potential market value of each tract of undeveloped property within the Chenal Valley
developnﬁent. in determining future indirect development costs, management relies on cost
projectiops for its development plans provided by independent professional engineering
consultants.! Independent appraisers are utilized to provide the potential market value for unsold

acreage.

1

2) Investment in Del-Tin Fiber —Investment in Del-Tin Fiber L.L.C. ("Del-Tin Fiber"), a 50 percent-
owned limited liability company, is carried at cost and is adjustéd for the Company’s proportionate
share of IDe!-Tin Fiber's undistributed earnings or losses. The Company's equity-method-basis
carrying value for its investment in Del-Tin Fiber is evaluated for possible impairment, as
applicable u:nder the requirements of Accounting Principles Board Opinion ("APB") 18, The Equity
Method of Accounting for Investments in Common Stock. This'evaluation as of December 31,
2002, ba:seq on the intent of the Company's Board of Directors 'to exit the business, resulted in a
determination that the Company's investment was impaired as of December 31, 2002, and the
carrying amount of the investment was written off, to zero, for the 2002 Consolidated Balance
Sheet. On December 11, 2003, the Company's Board of Directors revised its intent in regard to
selling Deltic's interest in the joint venture. The resulting evaluation of fair value for the related
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investment mdlcated that fair value exceeded carrymg value, WhICh was zero as of December 31
2003, and the|Company resumed recordlng |ts.equuty share of the operatmg results of Del Tin
Fiber. Likewise, cash advances to the joint venture are recorded as increases in the Company 5
investment in the facility, whlle cash distribltions received from the joint venture are reflected as
reductions in its investment. !

For Deltic's investment in Del-Tin Fiber, the key determinations by management are (1) the
accountlng treatment for this mvestment under the equity method of accounting rather than as a
consolidated sub5|d|ary since the Jomt venture |s 50 percent owned by both owners, (2)1 the
factors used |n evaluating the |mpa|rment of the investment's carrying value, and (3} the estimate
of the fair value of the Companys guarantee of Del-Tin Fiber's credlt agreement. Deltlc l
management has determined that there is no control by either company due to having a Board of;
Managers W|th equal representatlon As such the assets and liabilities of Del-Tin Fiber,are not
included in the amounts reported on the Company’s balance sheet for any period. In evaluatung
the poss:blllty of the existence of anhmpalrment for the Company's carrying value for |ts
mvestment in DeI Tin Fiber under APB 18, management must estlmate future net cash ﬂows from
the possnble courses of action avarlable for its mvestment such as ‘contmuung to mamtaln or sell
its investment lto determine both recoverablllty of the carrying amount and fair value of the
mvestment More specifically, management must determine the pOSSIb|e courses of actron and
estlmate the probabmty of each potentral act|on1 as well as the related future net cash ﬂows
Then, |f estlmated fair value is less than the carrymg amount, management must determlne if this
|mpa|rment is other than temporary If so, then an impairment wnte down is required. In
estimating the falr value of the guarantee of Del Tin Fiber's credit agreement, Deltic's
management must first assess how the same debt instrument would have been structured W|th0u
the guarantees of the joint venture partners in order to estimate the benefit resulting from Delt:cs
guarantee. A range of probabilities of estrmated future cash outﬂows under the benefit previously
determlned are then assembled. A probabll:ty-welghted present value of the estimated future
cash outﬂows is then calculated. The resultmg balance represents‘the fair value of the obllgatlon
which is the estlmate of the value of assetsgrequrred currently to settle the liability in the ]
future. (For addltlonal information about the Companys investment in Del-Tin Fiber, refer to Note
3 to the consolidated financial statements ) i

T—_—

Timber. and Trmber!ands — Timber and trmberlands which includes purchased stumpage
mventory and Iogglng facilities., is stated at acqwsmon cost less cost of fee timber harvested and |
accumulated deprematlon of Ioggrng|facmt|es The cost of fee tlmber harvested is based on the
volume of tlmber harvested in relation to the estlmated volume of tlmber recoverable. Logglng
facilities, wh|ch consist primarily of roads constructed and other Iand improvements, are
depremated using the straight-line method over a ten-year esttmated life. The Company's
professional foresters estimate its fee tlmber lnventory using statlstlcal information and data
obtained from physncal measurements and other information gatherlng techniques. The! cost of
timber and t|mberland purchased and reforestation costs are capltalrzed Fee timber carrying
costs are expensed as incurred. ‘.
The key components of the Timber and Tlrnlberlands policy are: (1) management's decision to
maintain separate timber cost pools for each Iegal entity within the Deltic consolidated group and
(2) the requued estimation of timber, mventory volume by species, for each of these compames
in order to calculate the cost of fee tlmber harvested per ton. Management has elected to
malntam a separate cost pool for the tlmber.owned by each company thus resulting in a different
cost per ton for,fee timber harvested|for each The mix of harvest by company for any penod can
srgnlflcantly affect the amount of cost of fee rtlmber harvested expense reported. Per-ton costs for
2006 ranged from $2.75t0 $39.57 per ton for plne sawtimber. Had |the Company opted to use a
composite depletaon rate, cost of plne sawtimber harvested would have been $.3 million more in
2006, $.8 mllllon more in 2005, and 8.7 mlthon more in 2004 ($.2 mllllon $.5 million, and

$.5 million, respectlvely, net of applicable i lncome taxes) than as reported due to the mix ‘of
harvest by company during the year. { In determlmng these rates, management must estimate the
volume:of timber existing on its timberlands! To estlmate these fee timber inventories, the

| N
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5)
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Company relles on its experienced forestry personnel and their use of statistical information and
data obtamed by actual physical measurements and other mformatlon gathering techniques. The
recognlzed cost of fee timber harvested is impacted by the accuracy of this volume estimation.
(For addltlonal information about the Company's timber and timberlands, refer to Note 4 to the

consolidated financial statements. )

Properry, Plant, and Equipment — Property, plant, and equupment is stated at cost less
accumulated depreciation. Depreciation of buildings, equupment and other depremabie assets is
primarily determrned using the straight-line method. Expendltures that substantially improve
and/or i mcrease the useful life of facilities or equipment are capitalized. Maintenance and repair
costs are expensed as incurred. Gains and losses on disposals or retirements are included in
income as they occur.

Property plant, and equipment assets are evaluated for possmle impairment on a specific asset
basis or in groups of similar assets, as applicable, whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable. Recoverability of assets to
be held '1nd used is measured by a comparison of the carrying amount of an asset to estimated
undlscounted future net cash flows to be generated by the asset If the carrying amount of an
asset exceeds its estimated future cash flows, an impairment Ioss is recognized for the amount by
which the carrylng amount of the asset exceeds the fair value of the asset. Assets to be disposed
of are reported at the lower of the carrying amount or fair value less costs to sell, and depreciation

ceases. ;

Management alsc evaluates any asset or group of assets for WhICh potential impairment might
exist and has determined that there are none requiring an |mpaurment write-down. This process
requsres|managements estimate of future cash flows generated by each asset or group of assets.
For any||nstance where this evaluation process might mdmateian impairment exists, the
appropnate! asset's carrying values would be written down to fair value and the amount of the
wnte-down would be charged against the results of continuing operations. (For additional
mformat}on about the Company's property, plant, and equipment, refer to Note 5 to the
'consotidated financial statements.)

Stock- Based Compensation — On January 1, 2006, the Company adopted the fair value
recognrtlon provisions of Financial Accountnng Standards Board {"FASB") Statement No. 123 (R},
"Share- Based Payment”, ("SFAS 123 (R"). Prior to January 1, 20086, it accounted for share-based
‘payments under the recogniticn and measurement provisions of APB Opinion No. 25, "Accounting
for Stock Issued to Employees” ("APB 25"), and the related Interpretatrons as permitted by FASB
Statement No 123, "Accounting for Stock-Based Compensatlon" ("SFAS 123"). Stock-based
employee compensatlon was accrued for the intrinsic value, if any, of stock options or restricted
Istock granted over the applicable vesting periods using the stralght-llne method. Options granted
'by the Company have an exercise price equal to the market value of the underlying stock on the
date of the'grant.

The Company adopted SFAS 123 (R) using the modified-prospective method. Under the
transmon method compensation cost recognized in future mtenm and annual reporting periods
Imcludes (1) compensation cost for all share-based payments granted prior to, but not yet vested
as of January 1, 2006, based on the grant-date fair value estlmated in accordance with the
pl’OVISIOﬂS of APB 25, and (2) compensation cost for all share based payment granted

_ subsequent to January 1, 2006, based on the grant-date fair va|ue estimated in accordance with
-the prowsmns of SFAS 123 (R). The results for prior periods have not been restated.
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The following table illustrates the effect on net income after tax and net income per common
share as if the Company had applled the fair value recognition provisions of SFAS 123 to stock-

based compenlsatlon during years 2005 and 2004

(Thousands of dollars, except per share amounts) 2005 2004
Net income, as reported ‘ - ! % 14,518 11,093
Plus total stock based compensatron expense | :
determined under the intrinsic vatue method
* for awards, net of related tax effects, included
in the determination of net income ! . 766 468
Less pro forma total stock-based compensatton'
expense determlned under the fair value '
method for all’ ‘awards, net of related

|
r C S
tax effects ] | 1 __(955) 4 (81)
o

Pro forma net income i ; $| 14,329 4 10,750

|

Basic earnings per share - 1 |
As reported | ; % 1.18 .92
Pro forma | ! [ 1.17 .89

Dilutive=earning|s per share |

As reported | . ; $ 117 91
Pro forma. | b 116 88

For the pro ferma net income calculatrcn in the preceding table, the fair value of each option on
the date of grant was estimated usmg the Black- Scholes option- pncrng model and the followrng
assumptions for awards in 2005 and 2004, respectwely dividend ylelds of .81 percent and 9
percent; expected volatility of 31.54 percent and 30 percent; rlsk-free interest rates of 3. 83
percent.and 4. 1|percent and expected lives of flve years. Using these assumptions, the werghted
average grant-date fair value per share of options granted in 2005 and 2004 was $15.35 and
$9 50, respect|v|ely _ ‘ ' :

The adoption of SFAS No. 123 (R) had an |mpact on the Company’s results of operations. The

consolidated statement of income for, the year ended 20086, |nc|udedt$1 891,000 of stock.based

compensation expense reflected in general and admlmstratlve expenses.

SFAS No. 123 (R) requires the benef ts of tax deductrons in excess of recognized compensatlon
cost to be reported as a financing cash flow, rather than as an operatrng cash flow as requrred
under APB 25 and related mterpretatzons This requrrement mcreased net financing cash flows,
rather than net operatrng cash flows, for the year, ‘ended December 31 2006 by $611, 000 The
cumulative effect related to outstandrng restricted stock awards as of December 31, 2005, which
are not expected to vest based on an estlmate of forfeitures, was not material.

I
Under the fair value recognition prcwsrons of,SFAS No. 123 (R), stock-based compensatlon cost
is estimated at the grant date based on the fair value of the award and is recognized as expense
over the requlsne service period of the award. For valuation of stock: -options granted subsequent
to the adoption of SFAS No. 123 (R), Deltlc elected touse a blnomral model {o estimate falr value.
The fair value of restricted stock awards 1] determlned by reference to the fair market value of the
Company's common stock on the date of grant. For restricted stock performance units
subsequent to DeItlc s adoption of SFAS No. 123 '(R) the Monte Carlo simulation is beingjused to
estimate fair value For all awards subsequent to'the adoption of SFAS No. 123 (R), the
Company will recogmze compensat:cn cost on a straight-line basis over the requisite service

period. |

| o
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Deltic i issues restricted stock performance units whose vesting IS contingent upon meeting certain
financial performance goals based upon the Company's total stockholder return compared to the
total return of a Paper and Forest Products Index ("the Index") selected by the Compensation
Committee and calculated by Standard and Poor's. Determmmg the appropnate amount to
expense|is based on likelihood of achievement of the stated goals and requires judgement,
including forecastlng future financial results. This estimate is revnsed periodically based on the
probability of achieving the required performance targets and adjustments are made as
appropriateI The cumulative impact of any revision is reflected|in the period of change.

The Company used historical volatility over the nine-year trading life of its stock to determine
volatility assumptrons Risk-free interest rates are based on historical rates and forward-looking
factors. T he expected dividend yield is based on the Companys average dividend yield from
2002to 2005 The pre-vesting forfeiture rate is based on hlstoncal rates and forward-looking
factors. |The expected option term is based on the term of the opt:on and historical exercise,
cancellatlon and expiration experience.

Assumptions for the 2006, 2005, and 2004 valuation of stock options and restricted stock
perform'lmce units consisted of the following:

2006 2005 2004
l ,
Welghted expected volatility : 28.97% 31.54% 30.00%
Dwudend yield 0.76% 0.81% 0.90%
Expected term of options (in years) © o B6.27 5.00 5.00
Rlsk-free interest rate 4.43% 3.83% 4.10%

l

6) Revenue Recognmon — The Company recognizes revenue when the following criteria are met:
(1) persuaswe evidence of an agreement exists, (2) delivery has occurred or services have been
rendered, (3) the price to the buyer is fixed and determinable, and {4) collectibility is reasonably
assured| Delrvery is not considered to have occurred until the customer takes title and assumes
the nsks and rewards of ownership.. Revenue from the sale of lumber and wood by-products is
recorded at the time of shipment due to terms of such sale being designated free on board
("f.0.b. ")|sh|pplng point. Revenue from the sale of trmber—cuttlng rights to third parties is recorded
when legal title passes to the purchaser, which is generally upon delivery of a legally executed
timber deed and receipt of payment for the timber. Revenue from intersegment timber sales is
recorded when the timber is harvested. Such intersegment sales which are made at prices which
generally approxtmate market, are eliminated in the consolldated financial statements. Revenue
from timberland and real estate sales is recorded under the cntena of the Financial Accounting
Standards Board s Statement of Financial Accounting Standards {"SFAS") 66, Accounting for
Sales of| Real Estate. Such revenue is recorded at the time the purchaser executes the real
estate closmg documents and makes payment to the title company handling the ciosing.

7) |Income ITa)Les — The Company uses the asset and liability method of accounting for income
’taxes Under this method, the provision for income taxes mcIudes amounts currently payable and
amounts deferred as tax assets and liabilities, based on dlfferences between financial statement

carrying amounts and the tax bases of existing assets and liabilities, and is measured using the

enacted tax rates that are assumed will be in effect when the differences reverse. Deferred tax

‘assets are reduced by a valuation allowance which is estabhshed when it is more likely than not

ithat some pornon or all of the deferred tax assets will not be realized. The effect on deferred tax

lassets and iiabilities of a change in tax rates is recognized in income in the periocd that includes
the enactment date.

i

]The key management decisions related to income taxes are: (1) the determination of current

taxability of transactions, (2) the election to capitalize or expense costs incurred, (3) the

decusmn regardmg the appropriate depreciation method for income tax purposes (these three
factors ultlmately affect the Company’s cash flows for income taxes paid and determine the
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differences between the financial statements carrying amounts and,tax bases of exrstrng assets
and liabilities), and 4) management 5 estlmatron of the approprrateness of valuation allowances
to reduce any deferred tax assets that emst| De!tlcs management penodlcally evaluates the
Companys abrlrty to realize future beneﬂt ofrdeferred tax assets by r rewewmg the expected
turnaround of deferred tax liabilities and the' amount of future taxable income and by evaluatlng
tax planning strategles that could poesrbly be rmptemented to realize deferred tax assets.

| |

Related-Party Transactions

The Company has commltted to provide to DeI-Tm Fiber a portion of the plant's fiber and wood supply
at market prices. This arrangement benefits Del-Tin Flber by ensuring a portion of its raw material needs
while prowdmg the Company with a purchaser of resrdual by-products produced‘by its lumber mills, |f needed.
The market price that Deltic receives for these transac:tlons |s determined by the average price paid durmg the
immediate preceding year by Del-Tin Fiber to other suppllers of the products purchased from the Company
During 2006, 2005, and 2004, Deltic sold DeI-TrntFlber approxrmately $3.9 million each year, respectively, of
these residual by—products . i l | .

|
I

|

Impact of Recent Accounting Pronouncements

{For mformatlon regarding the impact of rIecent aooountlng pronouncements, refer to the related
-section in Note 1 to the consolidated financial statement? )
i

Environmental Matters I |
Deltic is committed to protecting the environment and has certain standards with which it must comply
based on federal, state and iocal laws for the protectron 'of the environment. Costs of compliance through
2006 have not been materlal and the Company' s‘management currently has nojreason to believe that such
costs will become material for the foreseeable future. |

Contingencies

The Company is rnvolved in litigation rnmdental toits busrness from time|to time. Currently, there are
no material legal proceedlngs outstanding other than that drsclosed regarding the condemnation of pomons of
the Company's planned real estate development "The Rldges at Nowlin Creek".

Qutlook E !
t

Pine sawtimber harvested from Deltic's fee lands in 2007 is projected to remain comparable to 2006's
level at 570,000 to 585 ,000 tons Finished Iumber productlon and resulting sales volumes are prOJected at
270 to 285 million feet for 2007 however, these volumes are, dependent upon market conditions. Deltlc
anticipates that closmgs for resrdentlal lots will be|100 to 120 lots for the year of 2007 barring further decnnes
in economic growth or resndentral construct:on activity. The Company will continue to recognize equaty in the
financial results of Del-Tin Fiber. w

The Company's capital expenditures budget for the year of 2007 was prepared in the fall of 2006 and
provides for expenditures totatmg $32.7 million. The Woodtands capital budget ot $12.5 million rnctudes
$9 million for timberland acquisitions, which will be dependent on the availability ¢ of acreage at prices that meet
the Company's criteria for tlmber stocking, growth potent|al srte index, and Iocatron ang $2.6 million for
reforestation site preparatlon and planting.' Durlng 2007, vanous sawmill’ prOJeots are expected to requrre
$4.6 million. The capital budget for Real Estate operatrons of $15.4 million mcludes expenditures for
residential real estate. lot development totaling $2. 8 mrllron dependrng on demand for residential lots and other
marketing condrtlons and $3 million for land acqmsmons' In addmon $3 million is budgeted in 2007 for the
construction of addrtlonal speculatlve homes W|th|n the Companys Red Oak Rldge development Iocated in
Hot Springs, Arkansas AIso $1.4 million is budgeted in 2007 to complete the renovatlon project at Chenal
Country Club. The remainder of budgeted Real Estate: segment expenditures are primarily for various

|
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mlrastructulre and other amenity |mprovements* Capital'and other expenditures are under constant review,
and these budgeted amounts may be adjusted to refiect changes in the Companys estimated cash flows from
oper.atlons Iborrowmgs or repayments under credit facilities, or general economic conditions.
l

! Certaln statements contained in this report that are not historical in nature constitute "forward- -locking
statements within the meamng of the Private Securities Litigation Reform ’Act of 1995. Words such as
etpects" "antlc:lpates" "intends"”, "plans”, "estimates” , or variations of such words and similar expressions are
mtended t0|tdent|fy such forward-looking statements. These statements reﬂect the Company's current
expe“tatlons and mvolve certain risks and uncertainties, including those dlsclosed elsewhere in this report.
TherPfore actual results could differ materially from those included in such forward-looking statements.
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Item 7A. Quantitative and

Qualitative Dlsclosures About Market Risk
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Information with respect to quantitative and qualltatlve disclosures about market risk of the Company

is set forth under.the capt:on."Other Matters - Market Risk" in
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Item 8. Finahcial Statements and Supplementary Data

DELTIC TIMBER CORPORATION
AND SUBSIDIARIES
Consolidated Balance Sheets
December 31, 2006 and 2005

[ ) (Thousands of dollars})

Assets

Current assets
Ca: =h and cash equivalents
Trade accounts receivable — net
Other |ece|vables
Inv: =-ntor|es
Pre :paid expenses and other current assets

Total current assets

Investment in real estate held for development and sale
Investment in Del- T|n Fiber

Other mvestments and noncurrent receivables

T:mber and timberlands — net

Property plant andleqmpment - net

Defefred charges and <|3ther assets

Total assets |

Llabllltll'-‘S dnd Stockholders' Equity
Current ||ab|I|t|es
Current maturltles > ofjlong-term debt
Trade accounts payable
Ac,rued taxes other than income taxes
De‘ferred revenue.s and other accrued liabilities
Total current liabilities

Long -term debt
Deferred tax fliabilities — net
Guarantee of mdebtedness of Del-Tin Fiber
Other noncurrent I|'1b|[|tles
Stockholders equity
Cumulatlve preferred stock - $.01 par, authorized 20,000,000
shares, Inone issued
Cc'mmon stock - $ 01 par, authorized 50,000,000 shares,
12 813, 879 shares issued
Cclplt:ﬂ |n excesslof par value
Re tarned earnings
Unamortrzed restricted stock awards
Treasury stock
Accumulated other comprehensive income
Total stockholders equity

Total liabilities and stockholders' equity

I
See accompanying notes to consolidated financial statements.

|
t

2006 2005 !

)

I

$ 11,359 1637 !

4,147 6,205

772 719

5,124 7676 |

2,397 3,096 !

23,799 19,333 |

44,255 38,286 |

5,250 4,186

1,767 2,061 !

207,637 210,978 |
40,925 40,235

633 1248 |

$ _324.266 316,327 -
$ - 24

3,882 6,652 |

1,693 1,305 |

5514 4325

11,089 12,306 |

f

70,000 74,500 |

4,178 9,995

1,898 2,588 |

29,620 18694 |

|

128 128 |

73,999 73431 |

147,406 138,333 |

- (1,879) |

(8,932) (11,367) !
(5.120) (402)

207.481 108,244 |

$ _324.266 316327 .
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DELTIC|TIMBER CbRPORATION
AND SUBSII?IARIES
Consolidated Statements of Income

| For the Years Ended December 31, 2006, 2005, and 2004

(Thousands of dollars, fexét?pt per share amounts)

| | 2006 2005
Net sales : '$ _ 153,112 168,350
Costs and expenses 1
Cost of sales i ’ 106,443 116,900
Depreciation, amortization, and cost of I
fee timber harvested | ] , 13,774 11,479
General and adr’ninistrative expenses ! : 14,174 13,714
|
Total costs and expen’ses .‘ | ( o 134,391 142,093
\ . Lo
Operating income | f : 18,721 26,257
!
Equity in Del-Tin Fiber | ! 2,872 (13)
Interest income | ' 452 198
Interest and other debt expense : 1 (5.415) (5,758)
Interest capitalized ‘ 1,184 -
Other income } | ‘ 290 32
Income before income tax?s | i 18,104 20,7186
i . 3
Income taxes | | (6,781) {6,198)
Net income 1 ! | $ 11,323 __14.518
i !
Earnings per common share 1 | ‘
Basic . ‘ 3 91 1.18
Assuming dilution | $ .89 1.17
Dividends declared per common share ! $ .300 275
1 i
Average common shares outstanding (thousand}s) _ 12,398 12,260
| |
l | I
: o
! |
| o
! |
i .

See accompanying notes to consolidated ﬂnanciial statements.
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2004 |

142 017

———— .

95,199

11,188
12,475

|
118,862
23,155
366
438
(5,982)

44
18,021

(6.928)
o

| 11,003
92
91

250

12,122




| DELTIC TIMBER CORPORATION
AND SUBSIDIARIES
Consolidated Statements of Cash Flows:

For the Years Ended December 31, 2006, 2005, and 2004

(Thousands of dollars)

2006
Operattng activities
Net income | $ 11,323
Adjustments to reconcrle nat income to net
cash provided by operatmg activities
Deprecratlon amortization, and cost of fee

ttrnbet harvested | 13,774
Stor‘k based compensatlon expense 1,207
Deferred income taxes (4,286)
Re:ﬂ estate costs recovered upon sale 11,290
Ttmberland costs recovered upon sale 77
Equlty in DeI Tin Flber (2,872)
Net mcrease in prowsuons for pension

and other postrettrement benefits 810
De( reaselin operatlng working capital

other than cash and cash equivatents 4,452
Other net 3,373

Net (ash provided py operating activities 39,148
lnvestlng actlwtles
Capltal expendttures requmng cash (27,620)
Net change in purchased stumpage inventory 266 -
Advances to: DeI-Ttn Fiber (2,832)
Dtstrtbuttons from DeI~T|n Fiber 3,950
(Increase)ldecrease in funds held by trustee (111)
Receipts ofnoncurrent receivables 8
Other — net' | 2,105
Net t,ash required by investing activities {24 234)
Financing .actlvmes
Proceed:. from borrowmgs 20,000
Repayments of notes payable and long-term debt (24,524)
Common stock dwrdends paid {3,721)
Proceed: from stock optlon exercises 2,450
Tax e:ffet,t of stock optlons exercised 611
Othe. - net {8) .
" Met .,ash required by financing activities {5,192)
" Neti mcrea >el(decrease) in cash and cash equivalents 9,722
Cash and :,ash equwalents at beginning of year 1,637
Cash and u:as?h equivalertts at end of year $ __11.359

|
See acjcompenying notes to consolidated financial statements.

|
1
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2005

14,518

11,479

(4,242)

12,639
17
13

969

1,247
6,685
43,125

(33,247)
3,828

(4,831)
3,800

1435
(29.015)

43,500

(54,732)
(3,373)

1,886

t613-)
{13,332)

778
859

— 1637

2004

11,083

11,188

1,643
14,230
310
(366)

2,484

937
628

42147

(24,167)
2,563
(1,615)

1,400
4,583

1,513

(15,723)

29,700

(59,064)

(3,029)
5,151

(16)
(27 252)

(828)
1,687

—d e

— 539
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Cumulative preferred stock — $.01 par, authorized
20,000,000 shares; no shares issued at end of 2008,
2005, or 2004 1

Common stock — $.01 par, aut:horized 50,000,000
shares, 12,813,879 shares islsued at end of each year

Capital in excess of par value
Balance at beginning of year

- Exercise of stock options
Tax benefits on stock options
Amortization to expense
Transition to SFAS No. 123 (R)
Restricted stock awards
Restricted stock forfeitures |

Batance at end of year ’

Retained earnings |
"Balance at beginning of year
Net income
Common stock dividends declared 5. 30 per share

in 2004
SAB 108 cumulative adjustment
Balance at end of year

Unamortized restricted stock awards
Balance at beginning of year
Transition to SFAS No. 123 (R}
Stock awards |
Shares forfeited :
Amortization to expense !
Balance at end of year |

Treasury stock
Balance at beginning of year - 499372,
605,401, and 845,600 shares, respectively
Shares purchased = seven |n 2006,
none in 2005, and 7,052 shares in 2004
Forfeited restricted stock — 21934 shares in 2006,
550 shares in 2005, and 954 shares in 2004
Shares issued for incentive plans - :
113,631 shares in'2006, 106,579 shares in 2005,
and 248,205 shares in 2004
Balance at end of year — 388,682, 499,372,
and 605,401 shares, respectively, at cost

Accurnulated other comprehensive income
Balance at beginning of year,
Minimum pension liability adjustment,
net of income taxes
Transition to SFAS No. 158 |
Balance at end of year ‘

Total stockholders' equity

See accompanying notes to cor?solidated financial staten?enls.

!
|
|
'r
|
[
|

|

|
|
in 2006, $.275 per share |n‘2005 and $.25 per share

|
i
I
L
|

DELTIC TIMBER CORPORATION
[ ! AND SUBSIDIARIES
i Consolidated Statements of Stockholders' Equity
' For the Years Ended December 31, 2006, 2005, and 2004

| (T’housands ?f dollars)

t
| 2006 2005
3 - -
128 128
73,431 71,483
434 310
879 700
1,207 -
(1,581) -
(528) 938
157 -
73,099 73,431
138,333 127,188
11,323 14,518
(3,721) (3,373)
1,471 S -
147,406 138,333
(1,879) (924)
1,879 -
: - (1,683)
- 21
- 707
- {1,879)
{11,367) (13,772)
(157) 1)
J — 2592 2426
(8,932) (11,367)
L
(402) (12)
298 (390)
(5,016) -
(5,120) {402)
$ __ 207481 198,244

2004 |

: 12

o

69,450
867

676

L

481

)

i

71,483

119,124
11,093

(3.029)

127,188

(14)

(18,103)
(254)
(35)

I~ 5620

}
{13,772)




Comprenensive income

See actompanying notes to consolidated financial statements.

! |

DELTIC TIMBER CORPORATION
AND'SUBSIDIARIES
Consolidated Statements of Comprehensive Inrome
For the Years Ended December 31, 2006, 2005, and 2004

{Thousands of dollars)

I
i .
2006 2005 2004
‘Net incf;o_’me ‘ $. __ 11323 14,518 11,093
Other cc mprehenswe mcomef(loss) _
M|n|mum penswn Ilablhty adjustment 491 (600) 172
Income taxes [ ' (193) 210 (60)
TOtc_I| othej comprehensive income/(loss) 298 (390) 112

49




Note 1 - Significant Accounting-Policies | ;

| :

| DELTIC TIMBER CORPORATION
AND SUBSIDIARIES
Notes to Consolldated Financial Statements
i December ]31 2006
‘ l

‘ i
.

Principles of Consol:datlon — The consolldated fi nancual statements of Deltlc Timber Corporatlon ("Deltich or
"the Company") mclude the accounts of. Deltlc and all lmajortty-owned subsidiaries after ellmlnatlon of
significant mtercompany transactions and accounts i

Use of Estimates — In the preparation of the Companyls financial statements in conformity with accountmg
principles generally accepted in the United States of America, management has made a number of
estimates and assumptions related to the reporting of | assets and liabilities and the disclosure of contingent
assets and liabilities. | Actual results may differ from those estimates.

!

Cash Equivalents — Cash equivalents include U.S. government securities that have a maturlty of three

months or less from the date of purchase. ' ' ;

Allowance for Doubtful Accounts — The Company provudes an allowance for doubtful accounts based on a
review of the specific recelvables outstanding. At December 31, 2006 and 2005, the batance in the
allowance account was $55,000 and $38, 000 reSpectlver

Inventories — Inventories of logs, lumber, and supplles are stated at the lower of cost or market, primarily
using the average cost method. Log coststlnclude harvest and transportatlon cost as appropriate. Lumber
costs include matenals labor, and productlon overhead (For additional information, see
Note 2 — Inventories.) ! _ l

! I

Investment in Real Estate Held for Development and Sa[te— Real estate held for development and salei is,
stated at the lower of cost or net realizable value, and mcludes direct costs of land and land deve!opment
and indirect costs, mcludmg amenities. Indlrect and amenlty costs are allocated to individual Iots or acreage
sold based on relatlve sales value. Direct costs are allocated on a specifi c neighborhood basns while
indirect costs for the Companys four development areas — Chenal Valley, Chenal Downs, Red Oak Ridge,
and the currently suspended The Ridges at Nowlin Creek — are allocated to neighborhoods over the entire
respective development area based on reIatlve retail values

Investment in Del-Tin Fllber — Investment in JDeI-Tln Flber L.L.C. ("De!l-Tin Flber") a 50 percent-owned limited
liability company, is carried at cost and is adjusted for the Company's propomonate share of
Del-Tin Fiber's undlstrlbuted earnings or Iosses The Companys equity- method basis carrymg value for|its
investment in Del-Tin Flber is evaluated for. possible |mpa|rment as apphcable under the requnrements of
Accounting Principles Board Opinion (“APB") 18, The Equity Method of Accountlng for Investments in
Common Stock. This evaluation as of December 31 2002, based on the intent of the Company s Board|of
Directors to exit the busmess resulted in a determmatlon that the Companys investment was impaired as of
December 31, 2002, and the carrying amount of the mvestment was wntten off, to zero, for the|2002
Consolidated Balance'Sheet. On December 11, 2003 /the Company's Board of Directors revised its intent in
regard to selling Deltic's interest in the joint, venture, and the resulting evaluatlon of fair value for the related
investment indicated that fair value exceeded carrying value which was zero as of December 31 2003, and
the Company resumed recording its equity share of the operating results of Del-Tin Fiber. Accordlngly, cash
advances to the joint venture subsequent to 2003 were recorded as mcreases in the Company's mvestment
carrying value! while cash distributions recelved from the joint venture resulted in reductions in investment
carrying value. {For additional information, see Note 3 - Investment in Dei-Tin Fiber.)

t

i
b

i
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DELTIC TIMBER CORPORATION
AND SUBSIDIARIES
Notes to Consolidated Financial Statements
| December 31, 2006

Note 1 - Significant Accounting Policies (cont.)
I
Trmber andlﬂmben'ands — Timber and timberlands, which includes purchased stumpage inventory and
logging facilities, is stated at acquisition cost less cost of fee timber harvested and accumulated depreciation
of Iogglnglfacrlltles and includes no estimated future reforestation cost. The cost of fee timber harvested is
' based on the volume 'of timber harvested in relation to the estimated volume of timber recoverable. Logging
facilities, which consrst primarily of roads constructed and other land tmprovements are depreciated using
the straight-line method over a ten-year estimated tife. The Company estlmates its fee timber inventory
using statistical mformatlon and data obtained from physical measurements and other information gathering
technigues. The cost of timber and timberland purchased and reforestation costs are capitalized. Fee
timher carrying costs ‘are expensed as incurred.

Property, Plant, and Equipment — Property, plant, and equipment assets are stated at cost less accumulated
deprecratron Deprecratron of buildings, equipment, and other deprecrable assets is primarily determined
usrng the strarght I|ne method. Expenditures that substantrally improve and/or increase the useful life of
facmtles or equrpment are capitalized. Maintenance and repair costs are expensed as incurred. Gains and
Ios- es on dtsposals or retirements are included in income as they occur,

Property, ‘plant, and equrpment assets are evaluated for possible imparrrlnent on a specific asset basis or in
groups ofisimilar assets as applicable, whenever events or changes in crrcumstances indicate that the
carryrng amount of an asset may not be recoverable. Recoverability of assets to be held and used is
measured by a comparlson of the carrying amount of an asset to estrmated undiscounted future net cash
ﬂows to be generated by the asset. If the carrying amount of an asset exceeds its estimated future cash
flows, an |mpa|nnent loss is recognized for the amount by which the carryrng amount of the asset exceeds
the fair value of the asset. Assets to be disposed of are reported at the lower of the carrying amount or fair
value Iess costs to sell, and depreciation ceases.
i

Revenue Recogmtron — The Company recognizes revenue when the following criteria are met:
{1 )lpersuaswe ewdence of an agreement exists, (2) delivery has occurred or services have been rendered,
{3)'the price to the buyer is fixed and determinable, and (4) collectibility i is reasonably assured. Deliveryis
nol considered to have occurred until the customer takes title and assumes the risks and rewards of
ownersh|p Revenue from the sale of lumber and wood by-products is recorded at the time of shipment due
to lerms of such sale being designated free on board {"f.0.b.") shipping pomt Revenue from the sale of
tlmber cuttrng rrghts to third parties is recorded when legal title passes to the purchaser, which is generally
upion delivery of a legally executed timber deed and receipt of payment for the timber. Revenue from
mtersegment trmber sales is recorded when the timber is harvested, such intersegment sales, which are
mcIdE at prrces whrch generally approximate market, are eliminated in the consolidated financial statements.
Revenue from the Ieasrng of land for hunting purposes is deferred when received and subsequently
rec ognrzed over the one year lease term which begins September 1. At December 31, 2006 and 2005, the
Company had deferred hunting lease revenue totaling $1,116,000 and S‘l 042,000, respectively, reflected in
the: consoltdated balance sheets in deferred revenues and other accrued liabilities. Revenue from bonus
pa yments under mlneral leases is deferred and recognized over the Iease term, while related royalty
pa yments are recognlzed when received. At December 31, 2006 and 2005 the Company had deferred
mineral lease revenue of $4,948,000 and $1,641,000, respectively. Revenue from timberland and real
esiate is recorded under the criteria of the Financial Accounting Standards Board's Statement of Financial
Accountmg Standards {"SFAS") 86, Accounting for Sales of Real Estate Such revenue is recorded when
the sale is closed and legal title is transferred, which is generally at the time the purchaser executes the real
estate cIosrng documents and makes payment to the title company handling the closing.

1
1

|
|
|
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DELTIC TIMBER CORPORATION
AND SUBSIDIARIES
Notes to Consolrdated Fmanc:al Statements
December 31 2006
‘ {
r : o

, . - I
Note 1 — Significant Acclountlng Policies (cont.)

Income Taxes — The Company uses the asset and liability method of accounting for income taxes. Under this
method, the provision for income taxes :ncludes amounts currently payable and amounts deferred as tax
assets and liabilities, based on differences between the financial statement carrying amounts and the tax
bases of emstmg assets and liabilities, and is measured using the enacted tax rates that are assumed will be
in effect when the dlfferences reverse. Deferred tax assets are reduced by a valuation allowance which is

_ established when it is more likely than not that some portlon or all of the deferred tax assets WI|| not be
realized. The effect on deferred tax assets and liabilities of a change in tax rates is recognlzed inincome in
the period that includes the enactment date !

Property Taxes — Property taxes applicable to the Company's assets are estlmated and accrued in the penod
of assessment. At December 31, 2006 and 2005, the Company had accrued property tax expense totahng
$1,507,000 and $1,087,000, respectwely, reﬂected fn the consolidated balance sheet in accrued taxes other
than income taxes. | g

1

Stock-Based Compensatron —On January 1 l2006 the Company adopted the fair value recognition
provisions of Financial Accounting Standards Board ("FASB") Statement No 123 (R), "Share- Based
Payment”, ("SFAS 123 {R"). Prior to January 1, 2006 it accounted for share based payments under the
recognition and measurement provisions of APB Oplnlon No. 25, "Accountlng for Stock Issued to
Employees” ("APB 25") and the related Interpretatlons as permitted by FASB Statement No. 123
"Accounting for Stock-Based Compensation” ("SFAS 123") Stock-based employee compensatnon was
accrued for the |ntr|nS|c value, if any, of stock optlons or restricted stock granted over the appllcable vestrng
periods using the stra:ght -line method. Options granted by the Company have an exercise price equal to the
market value of the underlymg stock on the date of the grant

The Company adopted SFAS 123 (R} using the modifi e|d -prospective method. Under the transmon method,
compensation cost recognlzed in future interim and annual reporting penods includes: (1) compensatlon
cost for all share- based payments granted prior to, but not yet vested as of January 1, 2006, based on the
grant-date fair value est:mated in accordance with the provisions of APB 25 and (2) compensatlon cost for
afl share-based payment granted subsequent to January 1, 20086, based on the grant-date fair varue
estimated in accordance with the prowsmn5|of SFAS 123 (R) The results for pricr periods have not been
restated. | o

The following table |Ilustrates the effect on net income after tax and net |ncome per common share as if the

Company had applied the fair value recognmon provisions of SFAS 123 to stock-based compensation during
years 2005 and 2004, | | !

i

(Thousands of doltars,;except per share ambunts) 2005 2004
|

Net income, as reporteld | i | $ 14,518 11,093

Plus total stock-based compensatlon expense ! *
determined under the intrinsic value method !
for awards, net of related tax effects, mcluded
in the determination of net income a ' 766 468

Less pro forma total stock based compensatlon !
expense determined under the fair value |

method for all awards net of related I

tax effects ; — . (955) L (811)
|
|

|
b
v
'
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DELTIC TIMBER CORPORATION
AND SUBSIDIARIES
Notes to Consolidated Financial Statements
December 31, 2006

‘ !
Note 1 - Siu;niﬁcant Accounting Policies (cont.)

(Thousands of dollars, except per share amounts) 2005 ) 2004
Basic earnlngs per share
As reported , ' : $ 1.18 .92
Pro forrr;a ' 1.17 .89
D|Iut|ve earnmgs per share
'As reported | $ 1.17 91
Pro forma ‘ 1.16 .88

For the pro forma net income calculation in the preceding table, the fair value of each option on the date of
grant was estlmated usmg the Black-Scholes option-pricing model and the following assumptions for awards
in 2005 and 2004, respectlvely dividend yields of .81 percent and .8 percent expected volatility of 31.54
per( enl and 30 percent risk-free interest rates of 3.83 percent and 4.1 percent and expected lives of five
years. Using these assumptlons the weighted average grant-date fair value per share of options granted in
2005 and 2004 was $|1 5.35 and $9.50, respectively.

The adoption of SFAS No. 123 (R) had an impact on the Company's results of operations. The consolidated
statement ofi mcome for the year ended 2006 included $1,891,000 of stock-based compensation expense ‘
reflacted |n general and administrative expenses.

SFAS Nol 123 (R) reqmres the benefits of tax deductions in excess of recognlzed compensation cost to be
reported asafi nancmg cash flow, rather than as an operating cash flow as required under APB 25 and
related mterpretatlons This requirement increased net financing cash flows, rather than net operating cash
flows, for the year Iended December 31, 2006 by $611,000. The cumulative effect related to outstanding
resfricted stock awards as of December 31, 2005, which are not expected to vest based on an estimate of
forfeltures was not matenal

Under the fair value riecognltlon provisions of SFAS No. 123 (R), stock- based compensation cost is
estrmated at the grant date based on the fair value of the award and is recogmzed as expense over the
requusute service penod of the award. For valuation of stock options granted subsequent to the adoption of
SFAS Nol 123 (R) Deltlc elected to use a binomial medel to estimate fair value. The fair value of restricted
sto*k awards is determlned by reference to the fair market value of the Company s common stock on the
date of grant For restncted stock performance units subsequent to Deltlc s adoption of SFAS No. 123 (R),
the Monte Carlo sumulatlon is being used to estimate fair value. For all awards subsequent to the adoption of
SF. AS No. 123 (R) the Company will recognize compensation cost on a strarght-lrne basis over the requisite
service penod

l
Deltic i |ssues restncted stock performance units whose vesting is contmgent upen meeting certain financial
performance goals based upon the Company's total stockholder return compared to the total return of a
Paper and Forest Products Index ("the Index"} selected by the Compensatnon Committee and calculated by
Standard and F’oors Determmtng the appropriate amount to expense IS based on likelihood of achievement
of the stated goals and requires judgement, including forecasting future!financial results. This estimate is
rewsed penodlcally based on the probability of achieving the required performance targets and adjustments
are made as appropnate The cumulative impact of any revision is reﬂected in the period of change.

1
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DELTlC TIMBER CORPORATION
‘ AND SUBSIDIARIES

| Notes to Consolidated Financial Statements
| December 31, 2006

| o
|

Note 1 — Significant Accounting Policies (cc:mt.) 'l
i
The Company uses historical volatility over a nine-year trading life to determine volatility assumptions. Risk-
free interest rates are based on historical rates and fonNard looking factors The expected drwdend yreld is

based on the Company s average dividend  yield from 2002 to 2005. The pre-vestlng forfelture rate is based
on historical rates and forward-looking factors The expected option term|is based on the term of the option
and hrstoncallexercrse cancellation and explratlon ext‘)erlence

l 1

Assumptions for the 2006 2005, and 2004'va|uat|on of stock options and restricted stock performance units
consisted of the followmg

|
l | '
' ' 2006 2005 2004
| L y |
Weighted expected volatility b 28.97% 31.54%  30.00%
Dividend vield | 0.76% 0.81% 0.80%
Expectedlterm of optlons (in years) ' ‘ 6.27 5.00 5.00
Risk-free interest rate f _ 4.43% 3.83% 4.10%
|

Pensions and Other Postretrrement Benefits — The Company sponsors both a qualified and a nonqualifi ed,
noncontributory, deflned benefit retirement plan that covers substantially aII employees. Benefits are based
on years of service and final career- average pay formulas as defined by the plans. The quallfled planis
funded to accumulate sufﬁcnent assets to prowde for accrued benefits. The nonqualified plan, a
supplemental executive plan, is not funded: the Company pays any benefits due under this plan ona
monthly basis, !

] _ r
The Company also sponsors a defined benet‘ t health care plan and a life insurance benefit plan for
substantially all retired employees. The Company measures the costs of |ts obligations for these plans
based on its best estlmate The net perlodlc costs are recognized as employees render the servlces

necessary to earn these postretirement benefrts (For addltlonal information, see Note 12 — Employee and
Retiree Benef t Plans. ) | o

Advertising Costs — Advertlsrng costs, primarily related to marketlng efforts for the Company's real estate
developments, are expensed as incurred. These costs amounted to $863,000 in 2006, $790, 000 in 2005,
and $692,000 in 2004 and are reflected in cost of sales{on the consolidated statements of income.

I

Capilalized Interest — The Company capltahzes interest for qualifying assets that are constructed under the
provisions of SFAS 34, Capitalization of Interest Cost. lnterest is mainly capltallzed as an |nd|rect cost fo|r
real estate development in the Company's real estate operatlons {For additional information, see Note 14 —
Supplemental Cash Flow Disclosures.)

! :

Capital Expenditures — Caprtal expenditures |Include addltlons to mvestment in real estate held for
development and sale; timber and tlmberlands and property, plant, and eqmpment

Net Change in Purchased Stumpage Inventory — Purchased stumpage |nventory consists of trmber-cuttrng
rights purchased from thlrd parties specifically for use |n the Company's sawmllls Depending on the trmlng
of acquisition and usage of this acquired stumpage mventory. the net change in this inventory can either be a

source or use of funds i lln the Company's consolldated statements of cash flows.

54
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DELTIC TIMBER CORPORATION
AND SUBSIDIARIES
Notes to Consolidated Financial Statements
December 31, 2006
|
Note 1 -- Signif‘ icant Accounting Policies {cont.)

Eammgs per Common Share — Earnings per share ("EPS") amounts presented are calculated under the
provisions 'of the SFAS 128, Earnings per Share. Basic earnings per share is computed based on earnings
avallable to common shareholders [net income/(loss) less accrued preferred dividends, if any] and the
weu;hte-d average number of common shares outstanding. The earnlngs per share assuming the diluted
amounts presented are computed based on earnings available to common shareholders and the weighted
average number of common shares outstanding, including shares assumed to be issued under the
Corapany's stock |ncent|ve plans. (For a reconciliation of amounts used in per share computations, see Note
15 -- Earnllngs per Share. )

Shipping an'o' Handling Costs — Shipping and handling costs, such as freight to our customers' destinations,
are accounted for in accordance with the Emerging Issues Task Force (“EITF") Issue 00-10. As such,
shlppmg and handllng costs are included in cost of sales in the Companys consolidated statements of
income. These costsi| when included in the amount invoiced to customers are also recognized in net sales.

! I

Impact of Recent Accountrng Pronouncements — In December 2004, the FASB issued a revision to SFAS
123, Accountlng for Stock-Based Compensation. This revision will requrre the Company to measure the cost -
of employee servwes|rece|ved in exchange for an award of equity mstruments based on the grant-date fair
value cf the award The cost will be recognized over the pericd during whlch an employee is required to
pro! vide: service in exchange for the award. This revised statement was ongrnally effective as of the
beglnnung of the flrst interim or annual reporting period that begins after June 15, 2003. It applies to all
awards. granted after the required effective date and to awards modified, repurchased, or canceled after that
date. In April 2005 the Securities and Exchange Commission announced the adoption of a new rule that
amends the comphance dates for SFAS 123 (R) and allows for the |mplementatlon of SFAS 123 (R) at the
becimmng of the flrst fiscal year that begins after June 15, 2005. Accordingly, the Company elected to adopt
the' rewsed statement effective for its first quarter 2006 financial statements. As required, cost of stock-
based compensatlon was recognized for the portion of outstanding awards for which the requisite service
-hacl not been rendered as of December 31, 2005, based on the grant-date fair value of those awards. The
grantlng of stock- based compensation is at the discretion of the Companys Executive Compensation
Commlttee ("the Committee ).~ The effect of adoption of SFAS 123 (R) was comparable to the amounts
refl =cted in the pro forma disclosures as presented in the stock-based compensation policy included within
this footnote.

In [)ecember 2004, the FASB issued SFAS 153, Exchanges of Nonmonetary Assets, an amendment of APB
Oplnlon No 29. Thls statement amends APB 29 concerning the accountlng for exchanges of similar
productlve assetst These transactions will now be accounted for at fair value the basic principle for
nonmc-netary transactlons unless the exchange lacks commercial substance This statement is effective for
nonmcnetary asset exchanges occurring in fiscal periods beginning after June 15, 2005. The adoption of
SFAS 153 did not have a material effect on its consolidated financial statements.

In Mar-..h 2005 the FASB issued Financial Accounting Standards Board: Interpretatlon {"FIN") No. 47,
Accountlng for Condrtlonal Asset Retirement Obligations. This mterpretatlon clarifies the term "conditional
asset retlrement obI:gahon" as used in SFAS 143, Accounting for Asset Retirement Obligations, and is
effectl\re no later than the end of fiscal years ending after December 15, 2005. Adoption of FIN 47 did not
have & material effect on the Company's consolidated financial statements.

J
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Note 1 - Significant Accounting Policies (co;nt) | t

In‘May 2005, the FASB issued SFAS 154, Accountlng [Changes and Error Corrections. This statement
requires all changes i |n accounting principles to be accounted for by retrospectrve application to the fi inan cial
statements for prior penods unless it is |mpract|cable to do so. SFAS 154 carries forward prevrously issued
guidance with respect to accounting for changes in estlmates changes in|the reperting entity and the

correction of errors. This statement is effective for accountlng changes made in fiscal years begrnmng after
December 15, 2005.

In March 2006, the FASB issued SFAS NoI 1586, Accountrng for Services of Financial Assets. [This
statement amends SFAS No. 140, Accountmg for Transfers and Servrcrng of Financial Assets and
Extmgurshments of Liabilities. The effective date of SEAS No. 156 is generally as of the start of the first
fiscal year beginning after September 15, 2006 The Company does not expect the adoption of SFAS N
156 to have a matenal effect on its consolidated fi nancral statements.

o

' |
In June 20086, the FASB issued lnterpretatron No. 48, Accounting for Income Tax Uncertamtres This
interpretation prescnbes a recognition threshold and measurement attnbute for the financial statement
recognition measurement of a tax position taken or expected to be taken |n atax return. The effectwe date
of FASB lnterpretatlon No. 48 is generally as of the start of the first fiscal year beginning after December 15,
2006. The Company is currently evaluatmg the eﬁects of the adoption of FASB Interpretation No. 48 onlits

consolidated financial |statements ’

In September 2008, the FASB issued SFAS No. 157, Fair Value Measurements. This statement applles
when other accountrng pronouncements require fair value measurements. It does not require new fair value
measurements. SFAS No. 157 is effective for fi nancral statements lssuedlfor fiscal years begrnnrng after
November 15, 2007, and interim periods within those years. The Company does not expect the adoptron of
SFAS No. 157 to have a material effect on its consolrdated financial statements.

l l
In September 20086, the FASB issued Statement of Fmancral Accounting Standard No. 158, "Employers’
Accounting for Defined Benefit Pension and Other Postretirement Plans”, (SFAS No. 158), an amendment of
FASB Statements No.|87, 88, 106 and 132 (R) SFASINo 158 represents the completion of the first phase
in the FASB's postretlrement benefits accounting prOJect and requires an employer thatis a busmess entlty
and sponscors one or more single employer benefit plans to (1) recognize the over-funded or under-funded
status of the benefit plan in its statement of frnancral posrtlon (2) recognlze as a component of other
comprehensive income, net of tax, the gains or losses and prior service costs of credits that arise during the
period but are not recognlzed as components of net perlodrc benefit cost, (3) measure defined|benefit plan
assets and obllgattons as of the end of the employer s ﬁscal year, and (4) ‘drsclose in the notes to ﬁnancral
statements additional information about certain effects on net perlodlc benefit cost for the next flscal year
that arise from delayed recognition of the gains or Iosses prior service costs or credits, and transntlon asset
or obligation. The pr0w5|0ns of SFAS No. 158 were adopted as of December 31, 2006, except for the
measurement date provisions, which are effectrve for fi scal years ending December 15, 2008. Based onjthe
funded status of the Company’s pension plans as of September 30, 20086, the adoption of SFAS No. 158
reduced total stockholders equity by $5,016,000. (For 'additiona mformatron see Note 12 - Employee and

Retiree Benefit Plans. ) , 5 :
) i !
|

I

l
!
!
I
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Note 1 - Significant Accounting Policies (cont.)

In. Septe mber 20086, the SEC issued Staff Accounting Bulletin No. 108 ("SAB 108"), Considering the Effects
of Pl ior Year Mlsstatements when Quantifying Misstatements in the Current Year Financial Statements.
SAB 103 addresseo how the effects of prlor-year uncorrected misstatements should be considered when
quantlfylng mlsstatements in current-year financial statements. SAB 108{requrres an entity to quantify
mlsstate-ments usmg a balance sheet and income-statement approach and to evaluate whether either
approach results m]quantlfylng an error that is material in light of relevant’ quantltatlve and qualitative factors.
' _The effe ctwe date to apply the provisions of SAB 108 is no later than the annual financial statements for the
first flscal year endlng ‘after November 15, 2006. Deltic applied the prowswns for its financial statements at
Decernber’31 2006. (For additional information, see Note 16 — Staff Accountrng Bulletin No. 108.)

Note 2 - Inventories

Inventfaries at. December 31 consisted of the following:
[

(Thc'nusanqs of dollars) ‘ 2006 - 2005

; .
Log' $ 1,017 3,091
Lum ber 3,588 4,244
Materlals and supplies _ 519 341

— 5124  _7676

The Cornpany utlllxres the lower of cost or market basis for determining mventory carrying values. Lumber
' mventory amounts at December 31, 2006 and 2005, are stated at lower of cost or net realizable value.

Note 3 -- Investment in Del-Tin Fiber
Deltlc owns 50 percent of the membership of Del-Tin Flber which completed construction and commenced
productlon operations of a medium density fiberboard ("MDF") plant near E| Dorado, Arkansas, during 1998.

On April 25, 2002, Deltlc announced that Banc One Capital Markets, Inc. had been retained as financial
adwsor to assist in the evaluatlon of strategic alternatives for the Company's investment in Del-Tin Fiber.
Subsequently, Deltlc announced that following a review of these strategic alternatives it was determined that
the MDF busrness dld not represent a growth area for the Company and that it intended to exit the MDF
busnnes upon the earllesl reasonable opportunlty provided by the market As a result of this decision, the
Company s|eva|uat|on of possible impairment of the carrying value of its mvestment in the equity method
mvestee as reqmred by APB 18, was based pnmar:ly upon the estimated!] [cash flows from a sale of the
Company’s interest durlng 2003 and resulted-in a determination that the Companys investment was impaired
as of, December 31 |2002 and the carrying amount of such investment was written off, to zero, for the
Company's' 2002 Consolidated Balance Sheet. K
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Note 3 - Investment in DeI-Tin Fiber (cont.)! |

l |

Due to the Companys commitment to fund its sharie ofithe facility’s operating working capital needs untiljthe
facility was able to consrstently generate suffrcrent funds to meet its cash requirements or Deltlc s ownership
was sold, the Company continued to recognlze its share of Del-Tin Fiber' s’operatmg iosses to the extent|of
these advances durlng 2003. For the year, IDeltrc s operatlng advances toithe facility appro>umated its equity
share of losses of the plant and amounted to $4, 729, 000. Deltic made addltsonal advances of $4,228, 000
during 2003, representing its half of the facallty's 2003 quarterly sinking fund obligation, which the Company
had recorded as a current contingent liability in 2002, in accordance with SFAS 5, Accounting for
Contingencies. The Company also contlnued to utrlrze'nts management resources to work with{Del-Tin's
management and the joint venture partner to |mprove operatlng performance at the plant. As a result of these
improvements, on December 11, 2003, Deltlc s Board of Directors rewsedllts intent regarding the Companys
investment in Del-Tin Fiber and ceased efforts to sell the Company's interest in the joint venture while
continuing to improve operating and fi nanclal results of the plant. Due to thtS decision, Deltic's evaluatlon of
impairment as of December 31, 2003, was pnmanly based upon the estlmated future net cash ﬂows from Del-
Tin Fiber's operations ¢ over the remaining life of the plant Considering the Company's revised intent, the
resulting estimated fa:r value of the Companys rnvestment exceeded the mvestments carrying|value, wh|ch
was zero as of December 31, 2003, and the Company resumed recording |ts equity share of the operatrng
results of Del-Tin Frber and recorded cash advances as increases in its investment in the facrhty while cash
distributions received from the joint venture decreased |ts investment.

In performing the respiectlve impairment evaluations, the Company's management made a number of

estimates and assumptlons related to future operating results for Del-Tin Fiber, the sale of its ownershrp
interest, the expected selllng price for its investment if sold and the ability to refinance the joint|venture's
long-term debt. The management of DeI-Tln Fiber contlnues to perform evaluatlons of possible impairment of
the long-lived assets of the plantin accordance wrth SFAS 121 and/or SFAS 144, as appllcable

Prior to August 26, 2004, the Company had£agreed to a contingent equity contribution agreement with DeI Tin
Fiber and the group of banks from whom DeI Tin Fiber had obtained its $89 000,000 credit facmty Under this
agreement, Deltic and the other 50 percent owner of the joint venture had agreed to fund any def iciency in
contributions to either Del Tin Fiber's requnred sinking fund or debt service'reserve, uptoa cumulative total of
$17.500,000 for each owner In addition, each owner had committed to a production support agreementl
under which each owner had agreed to make support obllgatlon payments to Del-Tin Fiber to provrde on the
occurrence of certain events additional funds for payment of debt service untll the plant was able to

|
successfully complete 2 minimum produotlon test. Both owners had also agreed in a series of one-year term

commitments, to fund any operating worklng capital needs until the facility was able to consrste'ntly generate
-sufficient funds to meet its cash requrrements Co
On August 26, 2004, DeI-Trn Fiber refi nanced its existing long-term debt by entering into a credit agreement
consisting of a letter of credit and term loan wrth mult|ple lending mstrtutrons pursuant to which $60 000, 000 of
its $89,000, 000 mdustrlal revenue bonds were redeemed Under the new credlt agreement, the fenders,on
September 1, 2004, Ioaned Del-Tin Fiber $30,000,000 WhICh will be repayable over five years |n equal
quarterly lnstallments beglnnlng December 31, 2004, and issued on Del- T|n Fiber's behalf, a letter of credrt in
the amount of $29,689,000 to support the remaining mdustnal revenue bonds originally issued |n 1998 by
Union County, Arkansas Concurrent with thls event, on August 26, 2004, Deltlc executed a guarantee
agreement in connectlon with the refi nancmg of the debt of Del-Tin Fiber. Under Deltic’s guarantee
agreement, Deltic uncondltlonally guarantees the due and punctual payment of 50 percent ($22 750,000 at
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Note 3 - lnveetment in Del-Tin Fiber (cont.)

December 31 2006) of Del-Tin's obligations under its credit agreement. This new credit agreement of
Del 'l in F |ber fully replaces its prior credit facrlrty, resulting in Deltic’s prevrous contingent equity contribution
agreement of $17, 500 000, the production support agreement, and the need for the series of one- year
operatrng workrng capital commitments being fully extinguished. {

l
The L,ompany has adopted the provisions of FASB Interpretation No. 45, Guarantors Accounting and
‘Disclosure Requrrements for Guarantees, Including Indirect Guarantees of Indebtedness of Others, an
mterpretatron of FASB Statements No. 5, 57 and 107 and a rescission of FASB Interpretation No. 34 (“FIN
457).! ’In accordance wrth FIN 45, Deltic estimated the fair value of its guarantee of Del-Tin Fiber's credit
agreement to be $3 450 000 and included this non-cash amount in the Company's Consolidated Balance
Sheet asa Iong-term lrabrlrty with an offsetting increase in the Company’ slrnvestment in Del-Tin Fiber. Deltic
is reducrng,thls Ilabllrty systematically over the Ilfe of the credit agreement as the Company is released from
risk unduer the guar'mtee Simultaneously, the offsettrng amount which represents the difference between the -
Companys recordeld investment in Del-Tin Flber and its underlying equity in the net assets of the joint venture
is being amortrzed over the same period as the guarantee. The amortization of the guarantee and the basis
d|ffe|en( e are netted for purposes of financial reporting and result in no net income statement effect. At
December 31, 2006, Deltic's remaining liability regardrng the guarantee was $1,897,500.
Under the operatmg agreement, Del-Tin Fiber' s employees operate the plant Deltlc has committed to
provrde a portlon of the plant's fiber and wood fuel supply at market pnces During 20086, 2005, and 2004,
Deltlc sold DeI~Trn Flber approximately $3,939,000, $3,868,000, and $3, 890 000, respectively, of these
Iumber manufactunng by-products As of December 31, 2006 and 2005, the Company had a receivable from
Del Tin Frbler of $118,000 and $81,000, respectrvely ,

Del Tin Frbers financial position at year-end 2006 and 2005 and results oJf operations for years of 2006 and
200‘> consisted of the followrng

+ (Thousands of dollars) : 2006 2005

! C,ondensed Balance Sheet Information S

© " Current assets | $ 8,923 . 9,507

. Property, plant and equipment — net 85,393 90,158
Other noncurrent assets 285 393
Total assets $ _94.601 100,058
Current liabilities $ 10,836 13,801
Leng'term debt | 39,500 45,500
Mempbers’ capltal 44 265 40,757
Total liabilities and members' capital $ _ 94601 100,058
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Note 3 — Investment in Del-Tin Fiber (cont.) |

{Thousands of dollars) ' 2006 2005
Condensed Income Statement Information , ‘
Net sales l ! L. ~$ _ 73740 63,045
Costs and expenses co
Costof sales | ' : 55,227 51,934
Depreciation i | 6,461 5814
General and administrative expenses Yy 2,701 12,482
Loss/{gain) on asset disposition ! B 376 {282)
Total costs and expenses ‘ ! 64,765 59,948
{

_ Operating income ; ', 8,975 3,007
Interest income | | 66 33
Interest and other debt expense [ (3,317) (2,843)
Other income/(expense) } 20 : {312)

Net income/(loss) : $ __5744 L (25)

At December 31, 2006 and 2005, the Company's share of the underlying net assets of Del-Tin Fiber exceeded
its investment by $16, 883 000 and $16,193,000, respectively. The excess relates primarily to the Company S
write-off of its carrying amount for its investment in Del-Tin Fiber as of December 31, 2002, and the estlmated
fair value of the guarantee of Del-Tin Fiber's credlt agreement recorded by the Company in its consolidated
balance sheet. : i

Prior to the 2002 write- olff of its investment in DeI-Tln F lber the Company accounted for its mvestment in
Del-Tin Fiber under the equity method. Dunng 2003, the' Company expensed amounts related to the funding
of operating deficits. Effective December 11, 2003 as a result of the Companys intent to not sell its
investment in Del-Tin Flber Deltic resumed accountlng for the investment usmg the equity method.

Accordingly, the: mvestment in Del-Tin Fiber i |s carried at cost and adjusted for the Company's proportionate
share of undistributed earnlngs or losses. Cumulative net losses for the facmty in have amounted to.
$89,323,000, $44,662,000 net to the Company. During 2006 and 2005, the Company received $3 950,000
and $3,800,000 in dlstnbutrons from Del-Tin Fiber, respectlvely Prior to 2004 no distributions were made to
the owners. Contributions to Del-Tin Fiber by|the Company as of December 31, 2006, have amounted to
$76,210,000.

|

Note 4 - Timber and Timberlands o

Timber and timberlands at December 31 consisted ofI thelfollowing: _

(Thousands of dollars) i 1 2006 2005
l "
Purchased stumpage mventory | | $ 855 1,121
Timberlands | i 80,771 80,334
Fee timber t ; 204,826 202,462
Logging facilities t | 1.862 1 803
288,314 285,720

Less accumulated cost of fee timber harvested

and facilities deprematlon (80,677} (74.742)

| :
! ! b $ | 207,637 210.978

|
' i
I
I ! ‘
| :
i I
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Note 4 - Timb'er and Timberlands (cont.)

Cost cf fee tlmber harvested amounted to §5, 920 000 in 20086, $4,609, 000 m 2005, and $4,480,000 in 2004.
Depremahon of logging facilities was $25,000, $22,000, and $24,000 for the years 2006, 2005, and 2004,
respectively

I

Note 5 -- Propierty, Plant,land Equipment

Property, pra'nt, and equipment at December 31 consisted of the following:

‘ Range of
(Thousands iof doIIars ! Useful Lives 2006 2005
Lan'd : | N/A S 125 125
Land improvements | | 10-20 years 4,536 4,584
Buildings and structures 10-20 years 9641 9,191
Machmery and equnpment 3-15 years 87.491 80,662

I 101,793 94,562
Less accumulated depreciation {60,868) {64.327)

$ 40925 —40.235

Depreciation of property, plant, and equipment charged to operations was $7 830,000, $6,848,000, and
$6,684,000 in 2006, 2005, and 2004, respectively.

Gains/(losses) on disposals or retirements of assets included in income were losses of $237,000 in 2006,
$68,000 in 2005, and $59,000 in 2004.

Note 6 -- Clred:it Facilities

On Se-pte mber 9, 2005 1the Company entered into an agreement with Sun Trust Bank and other banks which
provicies an. unsecured and committed revolving credit facility totaling $260,000,000, which includes a
$50,000,000 letter of credlt feature. The agreement will expire September'9, 2010 and replaced the
Company's f former f'nc:|||ty which totaled $125,000,000 that was scheduled/to expire July 15, 2007. As of
December 31 2006 and 2005, $260,000,000 and $253,354,000, respectlvely was available in excess of all
borrowings outstandlng 'under or supported by the respective facilities. Borrowmgs under the current
agreement bear mterest at a base rate or an adjusted Eurcdollar rate plus an applicable margin, depending
upon | the type of loan the Company executes. The applicable margin component of the interest rate varies
with the type of loan and the Company's total debt to capital ratio. Borrowings outstanding at December 31,
2006 and 2005, amounted to zero and $4,500,000, respectively. No letters of credit supported by the facility
were pre :ent at December 31, 2006. The Company had an outstanding Ietter of credit under the facility in the
amount of $2 146, 000 at December 31, 2005. Fees associated with the current revolving credit facility include
a commltment fee of 15 to .375 percent per annum on the unused portlon|of the committed amount. The
agreement contalns restrlctlve covenants, including limitations on the incurrence of debt, a minimum
CODS(Ihdclted net worth of the sum of $165,000,000, plus 50 percent of cumulatlve consolidated net income
from Aprll 1, 2005, and a maximum leverage ratio of .6 to 1. The Company incurred aggregate costs of
$890,000 related to the isecuring of the current facility, which was deferred and is being amortized as additional
interest expense over the term of the agreement.
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Note 6 — Credit Facilitie's (cont.) ! |

|
I

The Company may alsc|) borrow up to $1 000'000 under a short-term credit facility with BancorpSouth. The
agreement expires December 15, 2007, with'renewal annually The amount available to the Company under
this facility is reduced by any borrowings by Deltlc As of December 31, 2006 and 2005, Deltic had Nno
borrowings outstandlng under this line of credlt resultlng in $1,000,000 avallable to the Company Borrowings
bear interest based upon the New York Prlme Deltic also has an agreement with BancorpSouth which
provides a $2,000,000 letter of credit facility. { Amounts available to the Company under the faCt|Ity are reduced
by any letters of credit tssued on behalf of the Company‘ Outstanding Ietters of credit as of December 31}
2006 and 2005, were $235 000 and $543 000 respeotlvely, which left $1,765,000 in 2006 and $1, 457,000 in
2005, available to Deltlc ‘ I
' t

In addition, Deltic has an agreement with Regions Bank WhICh provides a $1,000,000 letter of credit facility.
The agreement expires in 2010. Amounts avatlable to Deltlc under the facnllty are reduced by any letters of
credit issued on behalf of the Company. Outstandang Ietters of credit as of December 31, 2006 and 2005, ’
were $22,000 resulting i in $978,000 being avallable to the Company. (For addltlonal mformatton regarding
these financial tnstruments see Note 10 - Falr Value of Financial Instruments. )

| -

| ! o
t

Note 7 - Indebtedness | ,

|
- The Company's 1ndebteldness at December 31 conmsted of the following:

(Thousands of dollars) I t i 2006 2005
t ! |
Notes payable, 4.50%", due 2010 | $ - 4,500
Senior notes payable, 6.7%, due 2008 | - 40,000 40,000
Senior notes payable; 6.01%, due 2008-2012 o 30,000 30,000
Other notes payable, 5%, due 2006 5 , - 24
. b 70,000 74,524
Less: Current maturltles of long-term debtt ! o - | (24)

Long-term debt at December 31

|‘ . $ _70,000 __74.500

*Weighted average interest rate at December 31, 2005.
1 ! i

At the end of 2006, the Company had no balance due onl the notes payable under the Companys revolving
credit facility agreement with SunTrust Bank and a group of other banks. Th|s agreement will explre on
September 9, 2010. The Company incurred aggregate costs of $890,000 related to the securing, ‘of this facility,
which was deferred andlls being amortrzed as additional rnterest expense over the term of the agreement

During 1998, the Company successfully completed nego‘tlatton of the private placement of $40, 01!')0 000 of
senior notes with Pacifi c Coast Farm Credit, a division of American AgCredlt These unsecured notes have a
fixed stated interest rate of 6.7 percent and mature on December 18, 2008. |No instaliment payments are [
required, but the terms allow for prepayments at the optlon of the Company.| The agreement contalns certain
restrictive financial covenants including a minimum consolidated tangible net worth of the sum of
$135,000,000, plus 25 percent of cumulative consolldated adjusted net nncome from October 1, 1998 .and a
maximum funded debtlcapltahzatlon ratio of 6 to 1. The Company incurred $226 000 of costs related to the
issuance of these notes; which was deferred and is being amortized as additional interest expense over the

t | ‘
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Note 7 - Indebtedness (cont.)

term of the underlying debt. In anticipation of issuance of these notes, the Company entered into and settled
an mte rest rate hedge contract Upon settlement of this contract in December 1998, the Company paid

$1,08 I ,000, whroh was deferred and is being amortazed as other debt expense over the term of the underlying
debt, resultlng in an effective interest rate for these notes of approximately 6.9 percent.

On De cernber 20, 2002 Deltic successfully completed the private ptacement of $30,000,000 of senior notes
with’ Metropolltan Llfe and a group of other domestic insurance companies. ! These unsecured notes have a
fixed =tated mterest rate of 6.01 percent and mature on December 20, 2012. Semiannual installments of

$3, 333 000, or such Iesser amount as shall be outstandlng are required begmnlng on December 20, 2008,
The note terms atlowI for prepayment at the option of the Company in an amount of not less than five percent
of the,pnnupal amount outstandmg at the time of any prepayment. The agreement contains certain restrictive
fnanmal covenants mctudmg a minimum consohdated tangible net worth of the sum of $148,299,000, plus 25
percent of cumulatwe oonsol:dated adjusted net'income from July 1, 2002, and a maximum consolidated debt
to consolldated net capltallzatlon ratio of .6 to 1. The Company incurred $179 000 of costs related to the
lssuance of these notes‘ which was deferred and is being amortized as additional interest expense over the
term of the underlylng debt.

i
The soheduled maturities of long-term debt for the next five years are zerolln 2007, $43,333,000 in 2008,
$6, 667 000 i in 2009, and $6,667,000 in 2010, and $6,667,000 in 2011. (For additional information regarding
fnancral instruments, sée Note 6 — Credit Facilities and Note 10 - Fair Valle of Financial Instruments. )

t
Note 3 ~ Income Taxes

The components of income tax expense/(benefit) related to income from operations for the years ended
December 31, 2006, 2005, and 2004, consisted of the following:

(Thousands of dollars) 2006 2005 2004
Federal | |
CurrPnt $ 10,988 10,430 5,264
- Ceferred ‘ (5.680) {3.040) 405
‘ - ! 5,308 7,390 5,669
State |
Current ) 158 10 21
Deferred 1,315 {1,202) 1,238
Total! $ 6,781 6,198 - __6928

] 63 |
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Note 8 - Income Taxes (cont )

I
Significant components of deferred income tax expensel(benef t) related to income from operations for the

years ended December, 31, 2006, 2005, and 2004 cons||sted of the foIIowrn'g.

!

(Thousands of dollars) | C 2006 2005 2004
Federal 1 '
Deferred tax (exclusive of valuation allowance) | | $ (5,680) (3,954) 300
Change in valuatlon allowance - federal income |
tax effect \ : | ! - 914 105
] l $ __(5680) (3.040) | 405
State .
Deferred tax (exclusive of valuation allowance) $ 1,315 1,410 1,537
Change in valuation allowance i ‘ - (2,612) {299)
: | |4 |8 1315 | _(1202)  _11,238
| '

A reconciliation of the U.S. statutory income tax rate to the Company's effective rates on income|from

operations before i mcon}e taxes consisted of the followmg

1
l
| .
i

| 2006 2005 2004

Statutory income tax rate ! . 35 % 35 % 35%
State income taxes, net of federal income tax benef" t | 5% 4 % 5%
Change in valuation allowance, net of federal i mcome |

tax effect : - {8)% (1)%
Other 1 i (3)% (1)% (1)%

Effective income tax rate | : 37 % 30 % L 3B%

|' '

An analysis of the Companys deferred tax aslsets and deferred tax liabilities' at December 31, 2006 and

2005, showing the tax effects of significant temporary dlfferences consisted of the following:

(Thousands of dollars) ! ; l;
Deferred tax assets '
Investment in real estate held for development and sale $
State NOL carryforward
Postretirement and other employee benef ts
Other deferred tax assets
Total deferred taxiassets

Deferred tax liabilities
Investment in Del-Tin Fiber
Timber and timberlands : !
Property, ptant, and Iquuipment , .
Other deferred tax liabilities ! |

[

Total deferred tax liabilities

Net deferred tax liabilities

2006 2005
|

14,255 13,792
; 1,803
10,247 5,519
3,161 1,551
27.663 22 755
(18,764) (5,608)
(5,479) (19,001)
(5,251) (6,341)
(693) | (805)
(30,187) (31,755)

l .
—(2.524) —(9.000)
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Note 8 - Income Taxes (cont.)

Net Iong-term deferred tzlax liabilities were $4,178,000 at December 31, 200b and $9,995,000 at December 31,
2005. In addition, short term deferred tax assets of $1,654,000 at December 31, 2006, and $995,000 at
December 31, 2005, areI included in the consolidated balance sheets in prepald expenses and other current
assets for the respective years.

In assessrng the realizabrllty of deferred tax assets, Deltic's management considers whether it is more likely
than not that some portlon or all of the Company's total deferred tax assets!will not be realized. The ultimate
realization of these deferred tax assets is dependent upon the generation of future taxable income during the
penods in which those temporary differences become deductible. Management considers the scheduled
reversal of deferred tax liabilities, projected future taxable income, and tax planning strategies in making this
asses: smentI Based on the level of historical taxable income and projections for future taxable income over the
perlods in which the temporary differences are anticipated to reverse, management believes it is more likely
than not that the Company will realize the benefits of its deferred tax assets at December 31, 2006, as
reducllons of future taxable income or by utilizing available tax planning strategies. However, the amount of
the net deferred tax assets considered realizable could be adjusted in the future if estimates of taxable income
are rewse-d | The Company reduced its valuation allowance to zero based on current projections of increased
future taxable i mcome |n 2005. The net changes in the valuation allowances were decreases of $2,612,000
and $299 000 in 2005 and 2004, respectively, and were principally due to changes in potential use or
explratlon of net operatrng losses for state tax purposes. As of December 31, 2008, the Company had utilized
the benefits of these state net operating losses in their entirety.

At December 31, 2005, the Company had operating loss carryforwards for/state tax purposes of approximately
$31, 546 ()00 At December 31, 2006 and 2005, the Company had prepald federal and state income taxes
totaling $44, 000 and $1,435,000, respectively, reflected in the consolidated balance sheet in prepaid expenses
and other current assets In addition, the Company expected net federal tax refunds of zero at December 31,
2006, and $367, 000|at December 31, 2005, reflected in the consolidated balance sheets in other receivables.

Note 9 — Stockholders Rights Plan

The (,ompany has a Stockholders Rights Plan, which provides for each eligible common shareholder to
receive a dividend of one preferred stock purchase right ("Right") for each outstanding share of the Company's
common stock held. ’ On October 19, 2006, the Company's Board of Drrectors amended the Rights Plan to,
among other items, extend its term to December 31, 2016, and to mcrease the exercise price of the rights to
$200 per share. The nghts will detach from the common stock and become exercisable: (1) following a
specified period of trme after the date of the first public announcement that a person or group of affiliated or
assouated persons ("Acqurnng Person"), has become the beneficial owner of 15 percent or more of the
Companys common stock or (2) following a specified amount of time of the commencement of a tender or
exchange offer by any Acqumng Person, which would, if consummated, result in such persons becoming the
beneficial owner of 15 percent or more of the Company's common stock. In either case, the detachment of the
Rrghts from the common stock is subject to extension by a majority of the directors of the Company. The
RtghiS have certain antu takeover effects and will cause substantial dilution to any Acquiring Person that
attempts to! ,acquire the Company without conditioning the offer on a substantral number of Rights being
acquired. The nghts are not intended to prevent a takeover, but rather are designed to enhance the ability of
the Board of Drrectors of the Company to negotiate with an acquiror on behalf of all the shareholders. Other
term' of the Rights are set forth in, and the foregoing description is qualrfled in its entirety by, the Rights
Agreement between the Company and Harris N.A. {(formerly known as Harris Trust and Savings Bank), as
Rights Agelnt
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Note 10 - Fair Value of Financial Instruments
The following table presents the carrying amounts and estamated fair values of financial instruments held by
the Company at December 31, 2006 and 2005. The fa|r value of a t"nanmal instrument is the amount at which
the instrument could be exchanged in a current transactlon between willing partles The table excludes
financial instruments mcluded in current assets and Ilab|llt|es except the current portion of noncurrent notes
receivable and current maturmes of Iong—term debt, all of which have fair values approximating carrylng values.
“ ! 2006 2005
! Carrylng I Estimated Carrying Estimated

(Thousands of dollars) Amount l Fair Value Amount Fair Value
Financial assets | |

Notes receivable, including r I :
current portion : $ | - - 52 63
[

Financial liabilities | | !

Long-term debt, including !
(70,000) (70,657) (74524) | (78.113)

current maturities :
Guarantees ‘ (1 898) (1,898) (2,588) (2,588)

“en

Notes receivable, including current portion, and Iong -term debt, including current maturities — The fair value is
estimated based on current rates at which the Company could borrow funds with similar remammg
maturities.

|
' | .
Guarantees — The carrying amount approxi m tes itEs fair value.
i , .
Note 11 — Concentration|of Credit Risks i | i
|
Financial instruments which potentially subject the Company to credit risk are trade accounts recelvabte
These receivables normally arise from the sale of wood products and real estate Concentration of credit with
respect to these!trade accounts receivable is Ilmlted due to the large number of customers compnsung the
Company’s customer base No single recurrlng customer accounted for a srgmf icant amount of the Companys
sales of wood products or real estate in 2008, 2005, or 2004 At December 31, 2008, there were|no signific icant
accounts receivabie from a single customer. At Decembeér 31, 2005, one customers receivable {lumber sales)
accounted for apprommately 12 percent of the Company's consolidated trade accounts recewable amount,

The Company performs | ongoing credit evaluations of its customers and generally does not require collateral to
support accounts recelvable |

+

t

|

|

t

N

t 0
' !
|

|
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DELTIC TIMBER CORPORATION
, AND,SUBSIDIARIES
Notes to Consolidated Financia! Statements
December 31, 2006

Retiree Benefit Plans

_ The.Company has both funded and unfunded noncontributory defined beneflt retirement plans that cover the
majon iy of its employpes The plans provide defined benefits based on years of service and final average
salary D(=|t|c also has other postretirement benefit plans covering substantially all of its employges. The
health!care plan is contnbutory with participants’ contributions adjusted as needed The life insurance plan is
noncontributory. The Company uses a September 30 measurement date for its plans.

isted stocks and bonds, government securities, and U.S. agency bonds.

67

Funded Unfunded
Qualified Nongqualified Other
' Retirement Retirement Postretirement
| Plan | Plan Plans
. (Thnus.ands of dollars) 2008 2005 2006 2005 2006 2005
ChalngP m prolectedl benefit obligation :
Bianef't obllgatlon at January 1 $ 21,213 17,810 2,726 2,808 9,737 8,425
Servuce cost 962 813 70 23 550 478
; Interest cost 1,152 1,067 143 161 525 502
\ Pa|'t|0|pant contrlbutlons - - - - 61 75
Acluarlal (gam)/loss (37) 1,969 490 4) 34 576
Benef ts paid | {540) (448) (242) _ {262) {457) (319)
Benefit obllgatlon at December 31" 22,750 21,213 3187 _2726 10450 _9.737
I
Chdnge m plan assets
| Fair value of plan assets at January 1 $ 14,442 13,054 - - - -
! Actual return on plan assets 1,305 1,126 - - - -
Em ployer contrlbutlons 1,313 800 242 262 396 244
Participant contributions - - - -o- 61 75
“Benefits paid (540) (446) (242)  (262) {457) (319)
Expenses {172) (92) - - - -
) Falr value of pian assets at
Dec,ember 31 16,348 14,442 - - - -
Funded s:tatus of plans $ (6,402) (6,571) (3,187) (2,6668) (10,450) (9,607)
I
As- umptions ‘
We:ghted average discount rate 5.75% 5.50% 575% 5.50% 550% 5.50%
Fate 0f+compensatlon increase 460% 4.60% 460% 4.60% N/A N/A
{ .
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Note 12 — Employee and Retiree Benefit Plafns (cont.)

. Funded Unfunded
i ’ Quahfed Nonquallf‘ed Other
; Rehrement Retirement Postretirement
| ' _Plan | Plan | Plans
(Thousands of dollars) } 20061 2005 2006 _2005 2006 _2005
Amounts recogmzed in the balance ; '
sheet ! ! .
Noncurrent asset 's | - 356 - - - -
Noncurrent liability ' (6:402) (2,085) (3.187) (2,413)  (10,450) (7.314)
Deferred income taxes ~ net L 1,884 216 317 - 886 .
Accumulated other,comprehensive ! _ !
income 1 3,;254 402 492 - 1,374 -
Amounts recognized in accumulated |
other comprehensive income ;
Net loss ! s 2959 45 492 . 1374 ;
Prior service cost : i 295/ 357 | - - | - -
! ' $ -_3425_4 402 492 - 1374 |-

‘ l

Components of net perlodlc retirement expense and other postretirement benefits expense consisted of the
following:

Net retirement expense

(Thousands of dollars) | _ 2006 2005 2004
Funded qualified retirement plan ' '
Service cost ' | $ 962 813 698
Interest cost ‘ ' | ‘ | 1,152 1,067 8975
Expected return on Pplan assets : b {1,108) (962) {920)
Amortization of prlor service cost | i 62 62 - 61
Recognized actuanal loss ] | 241 144 88
Net retirement expense ' I $ __1.309 1124 _! 912
Unfunded nonquahf‘ed retirement plan | : ‘
Service cost ! Bk 70 23 21
Interest cost ! . 142 161 119
Amortization of prior service cost ) ‘ (11) (11) (10)
Recognized actuarial loss ! ‘ 7 7 1 6
Net periodic benef t cost ! | 208 180 136
Additional expense recognlzed due ‘ :
to special termination benefits ; - - 1,037
|

$ 208 — 180 1173
Other postretirement benefits

Service cost 3 550 478 329
Interest cost : . i 525 502 465
Amortization of prior service cost . { 18 18 18
Recognized actuanal loss i ' 79 50 3

Other postretirement benefits expense bois 1472 1,048 | 843
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Note 12 - Employee and Retiree Benefit Plans (cont.)

: 2006 2005 2004
Assumptions — pensron plans
‘Weighted average dlscount rate 5.75% 6.00% 6.25%
Expected long-térm rate of return on
plan assets ’ | 7.50% 7.50% 7.50%
Rate of compensation increase 4.60% 4.60% 4.60%
Ass.umptlons other postretirement
Wercrhted average discount rate 5.50% 6.00% 6.25%
Other charges in plan assets and
bc-netrt obllgatlons recognized in
other comprehensive income
Met loss (gain) y | $ 367 (321) 181
Amortization of prior service cost (69) (69) (69)
Total recogmzed in net periodic benefit
cost and other com prehensive income $ 298 {390) 112

t

The e-strrnated net loss iand prior service cost for the defined benefit pensron plans that will be amortized from
accumulated other comprehensrve income into net periodic benefit cost over the next fiscal year are $248,000
and 3.51 000 respectlvely The estimated net loss and prior service credlt for the other defined benefit
postretrrement plana that will be amortized from accumulated other comprehensrve income into net periocdic
benefit cost over the next fiscal year are $79,000 and $18,000, respectively.

The drscount rate assumption used by the Company to measure benefit oblrgatrons and net periodic expenses
is based on the estrmated interest rate at which the benefit obligations of its plans can be settled. In
determlrung the drscount rate as of the measurement date of its plans, the Company considers corporate
bonds with ratings c:f AAA or AA, which are deemed high quality, as well as the general level of interest rates
since: the last measurement date.

Ievel of expected returns on risk-free investments (primarily government bonds) the historical level of the risk
premlum assomated wrth the other asset classes in which the portfolio is invested, and the expectations for
future returns of each asset class. The expected return for each asset class was then weighted, based on the
target asset assocratlon to develop the expected long-term rate of return'on ‘asset assumption for the portfolio.
The returns were adjusted to account for plan expenses. This resulted in the selection of the 7.50 percent
assumptlon

\\ To develop the expected long-term rate of return on asset assumption, the Company considered the current

Remement Plans — The accumulated benefits obligations ("ABQ") for the Company's retirement plans were
$20 197,000 at December 31, 2006, and $18,882,000 at December 31, 2005. For the Company's qualified
pldn the, pro;ected benef t obhgatron ("PBO") exceeded the fair value of plan assets by $6,402,000 and
$6 571, 000 at December 31, 2006 and 2005, respectively. The Company does not fund its nonqualified
plan therefore, thrs plan has no assets. The PBO for this nonqualified plan was $3,187,000 at year-end
2006 and $2,726, 000 at year-end 2005.
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Note 12 - Employee andl Retiree Benefit Ptan's (cont.) l

The weighted average asset allocation for the Companys qualified retirement plan at December 31, 2006
and 2005, by asset category consisted of the foIIowmg:

|2006 2005
Target Target
Allocation 2006 Allocation 2005

1 _
Equity securities | 45-65% 69% 45-65% 65%
Debt equivalents (including !
cash equivalents) 35-55%| | 31% 35-55% 35%

| 100% | 100%

Equity securities generally consist of common stocks Investment in debt secuntles are limitedjto U.S.
government securities, high quality corporate bonds, and mortgage-backed securities. Cash equivalents are
limited to U.S. government obligations. | | '
|

The primary mvestment geals are: (1) preservatlon ofiprinciple, (2) investment in a balanced|portfolio,
and (3) growth of assets to exceed mﬂatlon To meet these goals, the Company s Investment Committee
has adopted the above target asset allocatnon ranges as outlined in the mvestment policy for the qualifi ied
retirement plan. These ranges allow for ﬂexlb:hty to meet investment goals without exposing the plan's
assets to excessive nsk ‘ '

|
The current funding status of the qualified retlrement plan is expected to require the Company to make a
contribution during 2007 of $1,328,000. Deltic expects Ito contribute $217,000 in 2007 to fund benef ts totbe
paid from its nonqualn‘" ed retirement plan. Estlmated benefits to be paid from the retirement plans amount to
$861,000 in 2007; $894 000 in 2008; $941, 000 in 2009 $1,014,000 in 2010; $1,111,000 in 2011; and
$7,293,000 in the perlod 2012 through 2016
I

Other Postretirement Benef.rts — The Company sponsors a plan that prowdes comprehensnve health care
benefits (supplementmg Medicare benefits for those eligible} and life i msurance benefits for rettred
employees. Costs arelaccrued for this plan dunng the servnce lives of covered employees. Retlrees
contribute a portion of the self-funded cost of health care benefits and the Company contrlbutes the
remainder. The Company pays premiums for life msurance coverage arranged through an msurance
company. The health care plan is funded on a pay—as-you—go basis. The Company retains the rlght to
modify or terminate the benefits and/for cost sharlng provrsrons

I

During the third quarter of 2004, Deltic applled the effect of the Medicare Prescnphon Drug, Improvement
and Modernization Act of 2003 to its obllgatlon under the Company's other postretlrement benef“ ts plan. The
prescription drug benef ts offered by the Companys plan were determined to be at least actuanally
equivalent to those provuded with the Act, whlch quallfles the plan to recelve federal subsidy payments under
Medicare Part D. Esttmated contributions by the Company for other postrettrement henefits, net of the
expected Medicare Part D subsidy, amount to $383.000 in 2007; $446,000 i in 2008; $492,000 i |n 2009;
$558,000 in 2010; $589 000 in 2011; and $3794,000 in {the period 2012 through 2016. Effectlve January
2007, Deltic will no Ionger offer prescription drug coverage under its other postretlrement benefits plan to
post 65 retirees. | | .

| |
|

-

|
|
|

[
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Notei1:! - Employee and Retiree Benefit Plans (cont.}

In cletermlnlng the beneflt obligation for health care at December 31, 2006 health carg inflation cost was
assumed to mcrease at an annual rate of mne percent.in 20086, then decreasmg one percent per year to fi
pereent |n 2010 and thereafter Assumed heatth care cost trend rates h'we a significant effect on the
ambums reported for]the health care plan. A one percentage-point mcrease in the assumed health care ¢
trerld would i increase the aggregate service and interest cost components of periodic benefit cost for 20086
$109 OOO[and the benef‘ t obligation by $823, 000 while a one percentage point decrease in the assumed
rate woulclt decrease the 2006 cost components by $96,000 and the benefit obligation by $751,000.

The Company adopted the recognition and disclosure provisions of Statement of Financial Accounting
Standard No. 1581"Employers Accounting for, Defined Benefit Pension and Other Post Retirement Plans -
An Amendment of FASB Statement No. 87, 88, 106 and 132 (R) ("SFAS No. 158") as of December 31,
2006 Wthh requ:re that the funded status of defined benefit pension and other postretirement plans be fu
recogmzed in the balance sheet. The mcremental effects of applying SITAS No. 158 on individual line iten
in the consolidated balance sheet as of December 31, 2006, are as follows:

! Before After -

t Application  Adjustments Application
Deferred charges and other assets $ 295 (295) -
Other noncurrent I|abrI|t|es (21,619) (8,001) {29,620)
Deferred income taxes - net {7,458) 3,280 (4,178)
Ac.,umulated other comprehensrve income 104 5,016 5,120
Stockholders equ1ty (212,497) 5,016 (207,481)

The adjustments for other noncurrent liabilities as of December 31, 20086, consist of the following retireme

pta ns: i

- Funded qualified retirement plan $ 5,031
lJnfunded nonqualrf‘ ied retirement plan 710

. Other postretlrement plan 2,260

$__8.001

The measurement date used by the Company for the recognition provnsilon of SFAS No. 158 was
September 30, 2006 for its December 31, 2006 year-end. The measurement provision of SFAS No. 158
be'effectlve for the Com pany for its December 31, 2008 year-end.
I

Thrrft Plan | T Employees of the Company may participate in its thrift plan by allotting up to a specific
percentage of thelr base pay. The Company matches contributions.at a stated percentage of each
employee S allotment Company contributions to this plan were $653, 000 in 2006, $625,000 in 2005, and
$342 000 in 2004.
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Note 13 - Incentive Plans :

|
Stock Incentive Plan | l‘ | t

On April 25, 2002, the Company's shareholders approved the Deltic Timber Corporation 2002 Stock lncentlve |
Plan ("the 2002 Plan"). The 2002 Plan replaced the 1996 Stock Incentive Plan ("the 1996 PIan") which was
terminated. At December 31, 20086, remammg outstandmg options under the 1996 Plan totaled 34 179 shares,

all of which were exercisable. No further awards will 'be made under the 1996 Plan. Outstandlng options
under the 1996 Plan will .expire from 2007 to 2011 if not exercised and have ‘an average exercise price of
$25 83 based on the fair market value at datelof grant.

|

The 2002 Plan permits annual awards of shares of the Company s common stock to executives, other key
employees, and nonemployee directors. Under the plan,'the Executive Compensatron Commrttee {"the
Committee") is authonzed to grant: (1) stock optlons (2)'restr|cted stock and restricted stock unrts (3)
performance units; and (4) other stock-based awards |nclud|ng stock apprecratlon rights and nghts to
dividends and dividend equwalents The number of shares available for i |ssuanoe under the 2002 Plan is
1,800,000 shares unless adjustment is determlned necessary by the Comm|ttee as the resuit of dlwdend or
other distribution, recapltallzatlon stock split, reverse stock split, reorganrzahon merger, consolldatron spl|t-
up, spin-off, combination, repurchase or exchange of. oommon stock, or other corporate transactlon in order to
prevent dilution or enlargement of benefits or potential benet” ts intended to be made available. At
December 31, 2006, 1,343,563 of these 1 .800,000 shares were available forjaward under the 2002 Plan. No
participant in the 2002 Plan may receive optlons and stock appreciation rlghts in any calendar- year that relates
to more than 50,000 shares and the maximum number of shares which may| be awarded as restncted stock
and restricted stock unlts or other stock- based awards is 180,000 shares. The Company has a pol|cy of
issuing treasury stock to satlsfy all share-based incentive’ plans The cost of stock based compensatlon is
-reflected in general and admlnlstratlve expenses on the consolldated statements of income and amounted [¢]
$1,891,000 in 2008, $1, 179 000 in 2005, and $720,000 Jn 2004. (For addltlonal information regardtng the l
Company's stock-based compensatlon mcludmg the effect on net moomel(loss) and earnings per share if the
Company had applied the fair value recogmtlon prowsmns of SFAS 123 (R) for 2005 and 2004, see Note 11~
Significant Accounting Policies.)

. i

!

L i
DELTICITIMBER CORPORATION

Stock Options — For each option granted under the 2002 Plan, the Committee fixes the option price at not
less than fair market value on the date of the grant and the option term, not to exceed 10 years from date|of
grant. Optlons granted in 2002 were awarded in February 2002 subject to shareholder approval in April. [As
a result of an increase |n the market value of the Companys common stook from the grant date|to the
approval date, these optlons have an intrinsic value of $3.46 per share. The resulting fixed stocked- based
compensation cost was recognized over thelvestlng period for these optlons Replacement optlons granted
due to the spin-off from Murphy Qil were for ten years from original grant date and nongqualified. l New
options granted in 1997 and 1998 were for ten years and primarily moentlve Options granted since 1998
have been for ten years and nonqualified. All outstandtng options have an optlon price not less than the
market-value on the grant date, with a rangelln option pnces of $22.0625 to $53.75 per share. For options
granted in 1997, excluswe of replacement optlons one- half could be exercrsed or surrendered after two
years and the remalnder after three years. For options granted from 1998 through 2001, one- half could be
exercised or surrendered after one year andithe remalnder after three years During 2003, the Company
granted options for 129 750 shares. For 121,750 shares granted in 2003, one -half may be exermsed or
surrendered after one year and the remalnder after three years. The rematmng 8,000 shares awarded to
nonemployee directors|at an option price of $24.31in 2003 were vested |mmed|ate|y when awarded
During 2004, the Company granted options for 39,687 shares at an option pnce of $32.565, one-fourth may
be exercised or surrendered after each one-year penod over the subsequent four years from i |ssuance The
Company granted optlons for 36,160 shares'i in 2005 at an option price of $44 355, one-fourth may be
exercised or surrendered after each one- year period over the subsequent four years from issuance. The
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Note 13 - Incentive Plans (cont.)

Compcmy granted|options for 30,956 shares in 2006 at an option price of $53.75, one-fourth may be
exe reised or surrendered after each one-year period over the subsequent four year from issuance.

Stock Options — A summary of stock options as of December 31, 2006, and changes during the year ende

are presented below: '
! | Weighted Average  Aggregate
! ! Remaining intrinsic
Weighted Average Contractual Value
Shares Exercise Price ~ __Term (Years) ($000)
. |
. C)utstanding at January 1, 2006 318,871 $ 29.61
C:ranted | 30,956 53.75
. Exerc1sed {90,418) 27.09
F orfc=|tedlexp|red {4,378) 44 .54
Outctandmg at December 31, : _
2006 255,031 0% 3325 —61 —_—
E xermsable at December 31,
2006 | | 181,973 $ 2841 5.2 __-

The wmghted average grant-date fair value of stock options granted dunng the years ended December 31,
20()6 2005, and 200|4 was $53.75, $44.35, and $32.57, respectively. There was no intrinsic value of optio
exercmed during the years ended December 31, 2006, 2005, and 2004. '

|
Ad{ditiona_l information about stock options outstanding at December 31, 20086, consisted of the following:
' | |

: Options Outstanding Options Exercisable
Range of Number Average Average Number Average
Exercise of Life Exercise of Exercise
|Prices Options in Years Price Options . Price
' | | :
. $22.0625 - $29\2950 157,804 - 4.8 $27.13 157,804 $27.13
' $32.5650 - $44/3550 67,562 7.6 38.53 - 24,169 36.75
$53.7500 \ 29.665 9.2 53.75 - -
' 255,031 6.1 33.25 181,973 28.41

Restricted Stock and Restricted Stock Units — The Committee may grantcrestrlcted stock and restricted stocl
unlts to selected employees with conditions to vestlng for each grant established by the Committee. Durin
the ve! :lll"lg penod the grantee may vote and receive dividends on the shares but shares are subject to
transfer r]estrlctlons and are all, or partially, forfeited if a grantee termtnates depending on the reason.
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Note 13 — Incentive Plan:s (cont.) . ] ’
}
i
]

| .
A summary of unvested restricted stock as of, December;31, 2006, and changes during the year then ended
are presented below: »

i ’ : Weighted Average
! ! | Current-Date | -
| I ‘ Shares Fair Value
. |
Unvested at January 1, 2006 ‘ , l 36,903 $ | 37.70
t ]
! |
Granted ‘ | b 12,992 53.23
Vested ; | ! - -
Forfeited | . {1.373) 4212
| | |
Unvested at Decem‘ber 31, 2008 | ' 48,522 § 4174
|
I
As of December 31, 2006 there was $1,092,000, of unrecognized compensation cost related to unvested
restricted stock. That cost is expected to be recognrzed over a weighted-average period of two years. |No
restricted stock vested during the year ended December 31, 2006.
I E 1

Performance Units — Performance units granted under the 2002 Plan may be denominated in cash, common
shares, other securmes other awards allowed under the 2002 Plan, or other property and shall confer on the
holder thereof rights valued as determined by the Commlttee and payable |to or exercisable by‘, the holder, in
whole or in pant, upon achievement of such performance goals during such performance penods as the
Committee shall establish. Subject to the terms of the 2002 Plan, the performance goals to be 'achieved
during any performance period, the length of any performance period, the amount of any performance unit
granted, and any payment or transfer to be made pursuant to any performance unit shall be determmed by
the Commiittee. During 2006 and 2005, the: .Company issued performance units in the form of restrrcted |
stock with specified performance requrrements Durrng the vesting period, lthe grantee may vote and recelve
dividends on the shares but shares are subject to transfer restrictions and are all, or partially, forfeited if

grantee terminates, dependlng on the reason |

A summary of unvested restricted stock performance unlts as of December 31, 2006, and changes during
the year then ended are presented below: | '

Weighted Average

I
; | 1 Shares Fair Value
! : : I
Unvested at January 1, 2006 t | | 28,339 $/39.03
Granted i | B 10,221 55.93
Vested ! | o - -
Forfeited : | | t (1,561) 43.31
. | |
Unvested at December 31, 2006 t ' _36,999 $43.52
]

As of December 31, 2006 there was $916 000 of unrecognrzed compensation cost related to|unvested
restricted stock performance units. That cost is expected to be recognszed over a weighted-average period
of 2.1 years. No restrlcted stock performance units vested during the year ended December 31, 2006.

i r
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Note 13 — lnc'entive Plans {cont.)
Other Stock-based Awards — The Committee may also grant other awards including but not limited to, stock
apprematlon nghts and rights to dividends and dividend equivalents that are denominated, or payable in,
valued in whole orlm part by reference to, or othenmse based on or related to shares of the Company's
common stock mcludrng securities convertnble in its common stock, as deemed by the Committee to be [
consrstent with the purpose of the 2002 Plan. No such other stock-based awards have been granted.

Incentive Compensatlon Plan

CashlAwards — The Company has an incentive compensation plan that prowdes for annual cash awards to |
off t.ers and key employees based on actual results for a year compared to objectives established by the ,
Exe cutrvei Compensatron Committee, which administers the Plan, at the beginning of that year. Provisions
for '*ash incentive awards of $928,000, $1,571,000, and $1,205,000 were recorded in 2006, 2005, and 2004, |
respectrvely The Company had accrued provisions for cash incentive awards totaling $900,000 at i
Dec ember 31, 2006 and $1,541,000, at December 31, 2005, reflected in the consolidated balance sheets in
deferred revenues and other accrued liabilities. |

I
}

Note 14 - Subplemental Cash Flows Disclosures

: Income taxtls paid, net of refunds, were $8,516,000, $10 654,000, and $5, 382 000 in 2006, 2005, and 2004,
respectwely lnterest pald was $4,931,000, $5,478,000, and $5 746 000 |n 2006, 2005, and 2004, respectlvely |
Capltallzed interest was $1,184,000 during 2006. No interest was capltallzed in 2005 and 2004. (For ‘
addltlonal mformatlon see Note 16 ~ Staff Accounting Bulletin No. 108.) Noncash investing and financing
actlvmes excluded from the consolidated statement of cash flows was the honcash issuance of restricted stock |

| awards in the amount of $528,000 in 2006 and $1,683, 000 in 2005. ' |
1

(Incre ases)/decreases in operating working capital other than cash and cash equivalents, for each of the three !

years ende? December 31 consisted of the followmg ! |

(Fl'l‘;ousan;ds of dollarrls) 2006 2005 2004

3

Trade accounts recelvable $ 2,057 278 (2,255)

Otfler receivables! (420) (59) 601
Inventories | 2,551 (2,110) 213 ,
Pre 2paid expenses and other current assets 1,726 (919) (271) ;
Trade accounts payable (2,406) 2,572 1,307 ’
Acuued taxes other than income taxes 577 11 41 !
InCOm~a taxes payable - - - 670 |
Deferrad revenues and other accrued liabilities 367 1,474 631

$ __4.452 —1.247 937 i
| !
Cash flows Pprovided by other operating activities included an increase in deferred long-term mrneral lease :
bonus revenue of $2 364 000 in 2008, $1,258, 000 in 2005, with no such |tem present in 2004. Also included in I
i other, operatlng cash ﬂows for 2005 was $3, 830 000 in cash proceeds from property condemnation
proce*edlngs (For addltlonal information regarding 2005 property condemnation, see Note 17 — Commitments
and (,ontlngenmes and Note 20 - Subsequent Event.) |
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1 | f
|
Note 15 — Earnings per Share ! !

|
The amounts used in computing earnings per, share and the effect on mcome and weighted average number of
shares outstandlng of dllutlve potential common stock consnsted of the followmg

1 :
{Thousands of doIIars except per share arnounts) l 20086 2005 2004
Net income from contmumg operations before I
compensatlon expense related to share- based

payment arrangements | 11,323 14,518 11,093
Compensation expense related to share based s

payment arrangements, net of income tax; D {196) N/A N/A
Net income | | 5 11127 14,518 11,093

|

Weighted average number of common shares

used in basic EPS i 12,398 12,260 12,122
Effect of dilutive stocklawards | ) 79 a7 | 67
Weighted average number of common | E
shares and dllutwe potential common | 5
stock used i in EPS' assummg dilution | 12,477 12357 12,189
. ]
Earnings per comrnon 'share ! | :
Basic | | $ 91 1.18 92
Assuming dilution | Ll 89 147 91
!

Note 16 - Staff Accounting Bulletin No. 108 !

As discussed in Note 1 < Impact of Recent Accountrng Pronouncements the SEC released SAB L 08 in
September 2006. After the issuance of SAB 108, the Company began a rev:ew of all accounting practlces
Historically, the Company had accumulated and quantifi ed misstatements under the "roll-over" method. This
method focused primarily on the impact of any mlsstatement including the reversal of prior-year
misstatements, on the current-year consolldated mcome statement As dlrected under SAB 108, the Company
must now evaluate misstatements under a "dual approach" method, which also required quantlflcatlon under
the "iron curtain” method. The “iron curtain” method requwes the Company to quantify the effect of correctmg
the period-end balance sheet , t

The transition prowsrons| of SAB 108 permit the Companyil to adjust for the cumulatlve effect on retalned
earnings of accumulated misstatements relatlng to prior years SAB 108 also requires the adjustment of any
prior quarterly financial statements within the f scal year of adoption for the effects of such errors on the
quarters when the information is next presented Such ad;ustments do not requlre previously fi led reports with
the SEC to be amended. Effective for the fi scaf year, ended December 31, 2006, the Company adopted SAB
108. In accordance with|SAB 108, the Company has adjusted beginning retalned earnings for fi scal 2006 i |n
the accompanying consolidated financial statements for the items described below. The Company conmders
these adjustments to be immaterial to prior penods lncome statements. The[polrcres and practices identifi ed
were in place at the Company’s inception in 1996 and accumulated through 2005.

|
Prior to SAB 108, the Company only capitalized mterest for quallfylng assets constructed or othenmse
produced for which mterest on directly assomated debt was incurred. Capltaltzed interest was then added 1o
the cost of the underlymg assets and was amortlzed accordmgly Potential uncapltalrzed interest and any
amortization expense in any one year was deemed immaterial by management
t '
| !

1
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Note 16 - Staff Accou|nting Bulletin No. 108 {(cont.)
| i
The applu,atlon of SAB 108's dual approach regarding capitalized interest resulted in a cumutative effect on
the balance sheet that was deemed to be material. The effect of the Companys historical practices resulted in
the Company under repomng capitalized interest of $7,901,000 and under reportlng cost of sales of
$4,99! 3 00¢0. The cumulatwe effect resulted in an increase in the Company's investment in real estate held for
development and sale |n the amount of $2,908,000, an increase in deferred income taxes payable amounting
to $1,141,000, and '1n mcrease in retained earnings of $1,767,000 at January 1, 2006, on the accompanying
2006 con: :olldated balance sheet. The effect on the Company's 2006 consolldated statement of income was
capitalized mterest of $1,184,000 and an increase to cost of sales of $264,000.
|
Dunnq the review process for applying SAB 108, the Company identified some misstatements to the prior
years'fi nancial statements Even though these misstatements were |mmatenal under the dual approach
method, the Company chose to include them in its SAB 108 adjustment to the January 1, 2006, balance sheet
for acuuracy These |mr|nater|al misstatements are listed below.

i

The Company’s accountmg policy for amortizing deferred charges were nol consistent with GAAP. The
cumulatwe ef'fect for correctlng the amortization policy was an increase in deferred charges of $103,000, an
mcrease in deferred | mcome taxes payable amounting to $40,000, and an mcrease in retained earnings of
$63 000 at January 1, 2006, on the accompanying 2006 consolidated balance sheet.

The Company’s accountlng policigs for accruing certain of its other accrued liabilities were not consistent with
GAAP The cumulative effect for correcting these policies was an mcrease in other accrued habilities of
$591, 000, a decrease |n deferred income taxes payable amountlng to $232 000, and a decrease in retained
earnings of $359, 000 at, January 1, 2006, on the accompanying 2006 consolidated balance sheet.
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Note 17 - CommltmentsI and Contmgencles; , l

Commitments — Commrtments for capital expendrtures at December 31, 2006 were approxrmately

Contingencies — The Company has various contlngencres related to its investment in Del-Tin Fiber and has

|
1'

DELTICI TIMBER CORPORATION
' AND SUBSIDIARIES
Notes to Consolldated Fmancral Statements
December 31, 2006
: |

I

$4,137,000 for timber, and timberlands; $727,000 for property, plant, and equipment; and $4, 688,000 for

investment in real estate held for development and sale.
l

either recorded such contrngencres into its t‘ nancial statements or dlsclosed the conditions of the
contingency as requrred by SFAS 5, Accountlng for Contmgencres and FIN 45, Guarantor's Accountlng and
Disclosure Requrrements for Guarantees, lncludlng lndlrect Guarantees of Indebtedness of Others, an
interpretation of FASB Statements No. 5, 57 and 107 and a rescission of FASB Interpretation No. 34. {For
additional mformatron see Note 3 - Investment |n Del:Tin Fiber.)
l
During 2004, the Company disclosed plans fora 1, 170-acre, 187 lot, upscale residential development The
Ridges at Nowlin Creek on a portion of its land holdrngs located within the Highway 10 growth carridor west
of Chenal Valley. A portion of the development is located within the watershed of Lake Maumelle a prrncupal
source of drinking water for Little Rock. Due to this environmentally sensrtrve locale, the Companys plans
include-best management practices using the most modern and proven methods to create a Iow-lmpact
development in order|to protect water qualrty in the Iake The local water utrlrty commissioned the
preparation of a watershed management plan, which it subsequently adopted The plan is largely
compatible with the Companys low-lmpactldevelopment plans. However! shortly after comm|55|on|ng
preparation of its new watershed management plan |n|2005 the utility filed a petition in the Clrcurt Court of
Pulaski County Arkansas, to condemn that/portion of the development wuthtn the lake's watershed and }
deposited its estlmate of just compensation for the Iand taken. The condemned property mctudes all of 99
lots, parts of an addltlonal 20 planned lots, and proposed access to seven planned lots as well as
approxrmately 40 acres not within the developrnent Delt:c initiated proceedlngs to have a JuryI determing the
true amount of just compensation for the taklng of the Iands as well as other damages. The trial regardmg
the just compensation for the property subject to the condemnatlon was scheduled to begin in March 2007
On March 8, 2007, the Board of Commlssmners for Central Arkansas Water authorized the utrlrty to settle its
condemnation action agalnst the Company The Company will need to further assess the Vlablhty of
proceeding with development of lots in the idevelopments remaining acreage

Due to this contmgent component of the transactron no gain will be recorded in the Company's Consolidated
Statement of Income unless fee simple t|tle of the property is transferred from the Company. As a result of
the October 11, 2005! deposit of $3,830, 000 into Deltrcs bank account, a llong-term deferred revenue llabllrty
equal to these cash proceeds received are'included i in 'the Company’s 2005 and 2006 consohdated balance
sheets in other nonCUrrent liabilities: (For further discussion, refer to Note|20 - Subsequent Event. )

The Company is also_mvolved in other litigation incidental to its business from time to time. Currently, there
are no material other legal proceedings outstanding.

|

|
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Note 18 - E!usimess SJegments
The Company‘s four reportlng segments consist of Deltic's three operating business units and its corporate
function. Each reportmg entity has a separate management team and infrastructure that offers different
produ*ts andfor servnces

Woodlands operauons manage the Company's Southern Pine timberlands located primarily in Arkansas and
northern Louisiana and derlve revenue from the harvest of timber from the tlmberlands in accordance with its
harve: :t plans and elther sells timber to third parties in the domestic market or to the Company's Mills segment
for converSIon into Iumber In addition, this segment may, from time to t|me, identify and sell a portion of its
timbe| land holdlngs that is either non-strategic to future timberland management activities or has appreciated,
due pnmanly to Iocatlon to a level that exceeds its value as a timber-growing asset. This segment also
generates revenue fromI the leasing of hunting, oil and gas, and other rights on its timberlands.

The Mills segment con5|sts of Deltic's two sawmills which convert timber, purchased from third parties or the
Companys Woodlands segment into lumber. These mills produce a varlety of products, including dimension
Iumber boards, tlmbers decking, and secondary manufacturing products, such as finger-jointed studs. These
products are sold pnmarlly to wholesale distributors, lumber treaters, and truss manufacturers in the South and
Midwist and used in residential-construction, roof trusses and laminated beams.

Real I-stateloperatlons which include real estate developments, add value to former timberland by developing
it into upscale, planned residential and commercial developments. These developments which are generally
centered around a core amenity, are being developed in stages. To-date, 'real estate sales have consisted
pnmanly of reS|dent|aI Iots sold to builders or individuals, commercial site sales and sales of undeveloped .
acreage. In addmon thls segment currently leases retail and office space to third parties in a retail center
constructed| by the Company, and held for sale, in one of its developments. This segment also manages:

(1) a real estate brokerage subsidiary which currently generates commission revenue by reselling existing
homes and (2) a country club operation, Chenal Country Club, Inc., around which the Company's Chenal
VaIIe,r development|is centered This club operation derives its revenues from membership services, food
and beverage sales| and membership dues.

Corporate operatrons con5|st prlmarlly of senior management, accountlng, information systems, human
resources purchasmg treasury, income tax, and legal staff functions that provide support services to the
operatmq busmess untts The Company currently does not allocate the cost of maintaining these support
functions to its operatlng units.

|
The accountmg poI|C|es of the reportable segments are the same as those described in Note 1 - Slgnlr icant
Aceountmg'Pohmes| The Company evaluates the performance of its segments based on operating income
before results of Del-Tln Fiber, an equity method investee; interest mcome and expense; other nonoperating
mcome or expense and income taxes. Intersegment revenues consist pnmartly of timber sales from the
Woodlands segment to the Mills operations.

| l
'
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Note 18 — Business Segiments {cont.) I b

y | . ] .
Information about the Colmpany's business segments c'onssted of the following:

{Thousands of dallars) i Z 2006 2005 2004
Net sales ‘ ': |
Woodlands ‘ . - 3 37,667 35,057 31,077
Mills | b 101,879 121,237 97,963
Real Estate [ . 35,507 33,008 31 080
Eliminations' i (21,941) (20,952) (18,103)

| | s 531z | 166350 142017

Income/(loss) before in‘come taxes ; :

Operating income | 1 5
Woodlands 1 [ 1% 22538 22,421 19,603
Mills | ! | (5,340) 6,296 6,604
Real Estate 1 | | 13,948 10,697 8,011
Corporate | Ly (13,099) (12,751) (11,576)
Eliminations ‘ l | 674 (406) 513
Operating income ‘ . 18,721 26,257 23,155
Equity in Del-Tin Fiber 5 : 2,872 (13) 366
Interest income ! | 452 198 438

- Interest and other debt expense : (5,415) (5,758) (5,982)
Interest capitalized | ‘ 1,184 - -
Other income: \ | ! _ 290 _ 32 _ . aa

E : $ _18.104 —20.718 18,021

Total assets at year-enlt | | '
Woodlands ; ' ‘ $ 208,086 210,905 208,847
Mills 5 Pl 43,879 45,918 42,987
Real Estate : ' 47,496 42,150 41,091
Corporate®® : ' 24,805 17,354 14,655

| | s 3pazes | 36327 307560

Depreclatlon amortization, and ! ‘

cost of fee timber harvested ‘ !

Woodlands ! ’ $ 6,362 4,913 4,836
Mitls ! l , 6,832 5,818 5,615
Real Estate | ] 573 575 568
Corporate | 7 173 169

l | ls s iiare _atass

: ! o
Capital expenditures | | |

Woodlands l ! 3,333 7,062 16,686
Mills I l 8,763 10,732 4,797
Real Estate i ; ‘ 15, 612 - 15,379 12,519
Corporate . 1 i ’ 74 165

| , e | meuw  zaws

I
! anarlly intersegment sales of timber from Woodlands to Ml"S
2 Includes investment in Del Tin Fiber, an equity method |nvestee of $5,250,000,

at December 31, 2006, 2?05 and 2004, respectwely (For addmonal information, see Note 3 —

Del-Tin Fiber.)

$4,186,000, and $3,858,000

Investment in

¥ Includes balance of t|mber13nd sale proceeds held by trustee of $111,000 as of December 31, 20086, and zero

as of December 31, 2005 and 2004. |
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Note 19 - Financial Results by Quarter (Unaudited)

(Thousands of dollars, except per share amounts)

' 2006
‘ ' First Second Third Fourth
Quarter' Quarter'  Quarter'  Quarter Year
Net'sclles | _ $ 41,246 41,410 43 698 26,758 153,112
Gross proft‘r 11,080 9,103 12 318 394 32,895
Opercltlnq income 7,261 5,005 9,030 (2,575) 18,721
Net' mcomel(loss) - 3,968 2,984 6,389 (2,018) 11,323
Earnmgs per commaon share
Baclc $ 32 .24 .52 (.16) 91
Assumlng dilution $ .32 .24 .51 (.16) .89
b Dmde-nd‘ per common share $ .0750 0750 0750 0780 .3000
Market prlce per common share
High $ 6060 60.99 " 56.87 56.28 60:99
Low 50.01 51.99 45.20 47.02 45.20
Close, at period-end 60.60 56.37 47.66 55.78 55.78
L
| 2005
L First Second  Third .  Fourth
I‘ r Quarter  Quarter Quarter Quarter Year
Net sales ‘ | $ 39,435 45,980 36,827 46,108 168,350
Gross profit 9,656 13,203 7.974 9,138 39,971
Operatlng income 6,332 10,096 4,610 5,219 26,257
Net income, 2,547 6,373 3,238 2,360 14,518
Earnmgc per common share
Ba:IC $ 21 52 .26 19 1.18
Ast suming dilution $ 21 .52 26 .19 1.17
Dthdends per common share $  .0625 0625 .0750 .0750 2750
Market prlce per common share :
High ) $ 4590 39.80 46.05 52.04 52.04
Low 39.10 35.39 37.61 43.61 35.39
Close, at period-end 39.10 38.03 46.05 51.86 51.86
|
I

Adjusted to reflect the application of Staff Accounting Bulletin No. 108, Consrdertng the Effects of Prior

Year Mlsstatements when Quantifying Misstatements in the Current Year Financial Statements. First quarter
adjustments were an increase of $29 in real estate cost of sales, an mcrease of $246 in interest capitalized,
and|an mcrease of, $82 in income tax expense. Second quarter adjustments were an increase of $39 in real
estate cost of sales a 'decrease of $591 in operating cost related to certam immaterial accrued liabilities, an
|ncr-=-ase of $285i |n capltallzed interest, and increase of $315 in income tax expense. Third quarter
adjustments were an increase of $159 in real estate cost of sales, an mcrease of $317 in interest capitalized,
and an increase of $60 in income tax expense. (For additional information, see Note 16 — Staff Accounting
Bulletm Nc|) 108.)
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| I
(Thousands of dollars, except per share amoLnts)

Net sales
Gross profit ’
Operating income ;
Net income |

Eamnings per common share

Basic l
Assuming dilution

Bividends per common share
Market price per common share

High
Low i
Close, at period-end

Note 20 — Subsequent E\;fent

On March 8, 2007, the Board of Commlssroners for Central Arkansas Water authorrzed the utility to settle |

DELTIC TIMBER CORPORATION
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B
Note 19 — Financial Resplts by Quarter (Una:uditedi (cont.)

e A AP P — A

| 2004
First Second Tpird Fourth
Quarter Cuarter Quarter Quarter Yean
! |
27,811] 33,997 43,255 36,954 | 142,017
6,767 8,741 10 978 9,144 35, 630
3,058 5,780 6 895 6,522 23,155
1,318 2,749 3,707 3,319 11,093
A1 23 31 27 92
A1 23 30 27 91
' .0(|325 . .0625 10625 0625 2500
36.04 | 38.50 40.14 45.99 45.99
30.70 | 33.26 33.34 38.70 30.70
35.48 38.40 39.79 42 45 42 45

U’)

condemnation action agalnst the Company mvolvmg approxrmately 681.5 acres of land, mcludlng a signifi icant

part of the planned Rldges at Nowlin Creek real estate development If fi nallzed as expected, under the
seftiement, the pending litigation will be dlsmlssed and the utility will pay to the Company an amount not to
exceed $8,200,000 and agree that should it be determ:ned the land is no Ionger needed for the watershed

protection or if it ceases to use the land for such purposes title shall revert to the Company uponlthe return of

the purchase price to the utility. The Company currently antrcipates the settlement to be effected in a prompt

_manner.

[
|
|
!

)

|
)
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|
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|
|
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1 . 1
MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL STATEMENTS

I
The Shareholders ‘
Deltic T|mb(=r Corporatlon:

|
1

'The management of Deltic Timber Corporation has prepared and is responsable for the Company's consolidated

fi nancial statements The]statements are prepared in conformity with accountlng principles generally accepted in
the Un|tu= >tates of America, appropriate in the cifcumstances. In prepannglthe financial statements,
management has, when necessary, made judgments and estimates with consideration given to materiality.

The Cornpatnys consolidated financial statements have been audited by KPMG LLP, an independent registered
| public accountmg firm ]who have expressed their opinion with respect to the falrness of the consolidated financial |
statements in conform|ty W|th generally accepted accountlng principles. Thelr audit was conducted in '
accordance with the standards of the Public Company Accounting Oversight, Board (United States). The Audit
Commlttee of the Board of Directors ("the Audit Committee”) appoints the lndependent auditors; ratification of the
appomtment is solicited annuaIIy from the shareholders. ’

The Audlt C ommlttee |s composed of directors who are not officers or emplovees of the Company and who have
. been determlned by the Companys Board of D|rectors to meet applicable independence standards under the
 Securities E.xchange Act of 1934. The Audit Comm|ttee meets periodically W|th KPMG LLP, the Company's

mternal[audltor and representatwes of management to review the Companyls internal controls, the quality of its
i nancaal reporting, the scope and results of audits, and the.independence of the external auditors. The

Companys mternal audltor and KPMG LLP have unrestricted access to the Audit Committee, without

manage ment s presence, to discuss audit findings and other financial matters.

i
i

IsiRay €. Dillon | /siClefton D. Vaughan

. RayC. D|Ilon | Clefton D. Vaughan
Presndent and Chief Executive Officer Vice President and!Chief Financial Officer
March 8, 2007 ' March 8, 2007

|
I
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MANAGEMENT‘S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
i 1
‘ !
{

'
!

The Shareholders ’ | |
Deltic Timber Corporation: [

| o
The management of Deltrc Timber Corporation'is respon5|ble for establlshlng and maintaining adequate internal
control over financial reportlng and for performlng an assessment of the effectlveness of internal control over
financial reporting as of December 31, 2006. Internal control over financial reportmg is a process desrgned to
provide reasonable assurance regarding the rellabulrtytof fi nancral reporting and the preparation of frnanmal
statements for external purposes in accordance with generally accepted accountrng principles. The Company's
system of internal control' over financial reportmg includes those policies and procedures that
(1) pertain to the marntenance of records that, |n reasonable detail, accurately and fairly reflect theI transactlons
and dispositions of the assets of the Company; (2) provrde reasonable assurance that transact:ons are recorded
. as necessary to permit preparatlon of financial statements’ln accordance with|generally accepted accountlng
principles, and the recelpts and expenditures of the Company are being rnade only in accordance wrth |
authorizations of management and directors of the Company, and (3) pro\nde reasonable assurance regardlng
prevention or timely detection of unauthorized acquusrtlon use, or disposition of the Company's assets that could
have a material effect on the financial statements ',

|
Deltic's management performed an assessment of the! effe'ctweness of the Company's internal control over
financial reporting as of December 31, 2006, based upon cntena in Internal Control ~ Integrated Framework
issued by the Committee of Spansoring Organlzatlons of the Treadway Commrssron ("COSO"). Based onits
assessment, management determined that the Companys internal control over financial reporting was effective
as of December 31, 2006 | based on the crrterralln Internal Control — Integrated Framework issued by COSO!
!

Management's assessment of the effectlveness of the Company s internal control over financial reportmg as of
December 31, 2006, has been audited by KPMG LLP, an mdependent regrstered public accountrng firm, as
stated in their report WhICh appears herein. ;

i l . :

/s/Ray C. Dillon ) | : ls{CIefton D. Vaughan

? i
Ray C. Dillon | ' Clefton D. Vaughan

1
President and Chief Executive Officer 1 ! Vice President and Chief Financial Officer
March 8, 2007 | March 8, 2007

|
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
| |
|
The Board of Directors |

Deltic Timber Corporation:

We have audited the accompanymg consolidated balance sheets of Deltic Tu'nber Corporation and Subsidiaries
{the Cornpany) as of December 31, 2006 and 2005, and the related consolldated statements of income,
comprehen: sive mcome stockholders equity, and cash flows for each of the years in the three-year period ended
December 31,12006. These consolidated financial statements are the responsibility of the Company's
management Our responsnblllty is to express an oplnlon on these consolldated financial statements based on
our audits. !

f
We conducted our audlts m accordance with the standards of the Public Company Accounting Oversight Board
(United States) Those standards require that we plan and perform the audit to obtain reasonable assurance
about whetner the fi nancral statements are free of material misstatement. An audit includes examining, on a test
basis, ewdence supportmg the amounts and disclosures in the financial statements An audit also includes
assessing the-accounting, principles used and significant estimates made by | management, as well as evaluating
the overall financial stclatement presentation. We believe that our audits provide a reasonable basis for our
apinion, ;

In our oplnlon the consolldated financial statements referred to above present fairly, in all material respects, the
financia| posmon of Deltlc Timber Corporation and Subsidiaries as of December 31, 2006 and 2005, and the
results :>f their operations and their cash flows for each of the years in the three-year period ended

December 31, 2008, in conformity with U.S. generally accepted accounting principles.

As dISCUSSEd]In Notes 1 and 16 to the consolidated financial statements, the Company changed its method of
quanttfvmg errors in 2006 As discussed in Notes 1 and 13 to the consolldated financial statements, effective
January 1, 2006 the Company adopted the provisions of Statement of Fmanczal Accounting Standards (SFAS)
No. 123 (R) Share- Based Payment, which requires the Company to recognize expense related to the fair value
of sharz-based compensatron awards. Also, as discussed in Notes 1 and 12 to the consolidated financial
statements, effective December 31, 2008, the Company adopted the recognition and disclosure provisions of
SFAS No. 158, Ernployers Accounting for Defined Benefit Pension and Other Post Retirement Plans.

We have zlso audited, m'accordance with the standards of the Public Company Accountlng Oversight Board
(Unrtecl States), the effectlveness of Deltic Timber Corporation's internal control over financial reporting as of
Decem ber 31, 20086, based on criteria established in Internal Control — Integrated Framework issued by the
Commlttee of Sponsonng Organizations of the Treadway Commission (COSQ), and our report dated
March 8, 2007, expressed an ungualified opinion on management's assessment of, and the effective operation
of, internal control over financial reporting as of December 31, 2006.

\

ISIKPMG LLP

|
KPMG LLP "
Shreveport, Louisiana
March 8, 2007
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- We conducted our audit in aocordance with the standards of the Public Company Accounting Oversight Board
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REPORT OF INDEPENDENTl REGISTERED PUBLIC ACCOUNTING FIRM
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We have audited management's assessment, included in the accompanying Management s Report on Internal
Control over Financial Reportmg that Deltic Trmber Corporatton and Subsndranes {the Company) maintained
effective internal control over financial reporting as of December 31, 2006, based on criteria established|in /nternal
Control — Integrated Framework issued by the Commlttee of Sponsonng Organlzatlons of the Treadway
Commission (COSO). Deltrc Timber Corporation and Subsrdlanes management i |s responsible for malntamrng
effective internal control over financial reporting and forits assessment of the effectweness of internal control over,
financial reporting.-Our responsrbrhty is to express an opinion on management's assessment and an opinion on the
effectiveness of the Company s internal control over financial reportlng based on our audit.

|
t
The Board of Directors |
Deltic Timber Corporation:

(United Statés). Those standards require that we plan and perform the audit to obtam reasonable assurance about
whether effective internal control over financial reportlng was mamtalned in all materlal respects. Our audlt included
obtaining an understanding|of internal control over financial reportlng, evaluating managements assessment
testing and evaluating the design and operating effectlveness of internal control, and perfarming such other
procedures as we consrdered necessary in the circumstances! We believe that our, audit provides a reasonable
basis for our opinion. \ ! Co

A company's internal control over financial reportrng isa proce‘ss designed to provrde reasonable assurance
regarding the reltabllrty of fi nanolal reporting and the preparat:on of financial statements for external purposes in
accordance with generally accepted accounting pnncrples A company s internal control over financial reportrng
includes those polrcres and procedures that (1) pertain to the malntenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company, (2) provide reasonable
assurance that transactlonslare recorded as necessary to permlt preparation of fi nanaat statements in accordance
with generally accepted accountmg principles, and that recerpts and expenditures of the company are belng made
only in accordance with authorlzatlons of management and dlrectors of the company, and (3) provide reasonable
assurance regarding preventlon or timely detectlon of unauthonzed acquisition, use, or disposition of the company 5
assets that could have a materlat effect on the fi nanmal statem'ents

Because of its inherent Ilmitattons internal control over fi nancral reporting may not prevent or detect mrsstatements.
Also, projections of any evaluation of effectlveness to future penods are subject to the risk that controls may
become inadequate because of changes in condltrons or that the degree of comphance with the policies or
procedures may deteriorate. ! ' }
In our opinion, management's assessment that Deltrc Trmber Corporatlon and Subsrdlarles maintained effective
internal control over.financial reporting as of December 31! 2006 is fairly stated, in aII material respects, based on
criteria established in Intemat Control — !ntegrated Framework issued by the Commlttee of Sponsoring |
Organizations of the Treadway Commission {COS0). Also, in our opinion, Deltic Trmber Carporation and
Subsidiaries maintained, in atl material respects, effective mternat control over fi nancral reporting as of
December 31, 2006, based on criteria established i in Internal Control— integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO).

We also have audited, in accordance with the standards of the Publlc Company Accounting Oversight Board
{United States), the consohdated balance sheets of Deltic Trmber Corporation and Subsrdranes as of December 1,
2006 and 2005, and:the related consolidated statements of i mcome comprehensrve income, stockholders equity ,
and cash flows for each of the years in the three-year period ended December 31, 2006 and our report dated
March 8, 2007 expressed an[unqualrfled opinion onlthose consolidated financial statements
/SIKPMG LLP | '
[

|

Shreveport, Louisiana
March 8, 2007

KPMG LLP l
|

o
(=2}




Item 9. ' Cha!nges in and Disagreements with Accountants on Accountlng

andi‘FinanmaI Disclosure

None

Item 9A. C:on:trols and Procedures

s |
Evaluation of Disclosure Controls and Procedures

+ |Deltic ]Tlmber Corporation ("Deltic" or "thelCompany“) has establlsheld disclosure controls and
procedures to,ensure that material information relating to the Company, mcludmg its consolidated

: subsrdrarle- |s made known to the officers who certify the Company's financial reports and to other members

of senlor management and the Board of Directors.

l Based on therr evaluatron as of December 31, 2006, the Chief Executwe Officer and Chief Financial
Officer of the Company have concluded that the Companys disclosure controls and procedures (as defined in
Rules 13a 15(e) and 150, 115(e) under the Securities Exchange Act of 1934) are effective to ensure that the
mformatlon required to be disclosed by the Company in the reports that it frles or submits under the Securities
Exchange Act of 1934is recorded, processed, summarized, and reported within the time pericds specified in

SEC rules antli forms.

: Manag{ementl"s Report on Internal Control Over Financial Reporting

1 The Companys management is responsmle for establishing and mamtammg adequate internal
control ‘over fi nanmal reporttng as such term is defined in Exchange Act Rules 13a-15(f). Under the
superwsmn and with the participation of management, including the prrnclpa! executive officer and principal
fnnancml offi cer Deltlc conducted an evaluation of the effectiveness of our mternal control over financial
reportmg based on the framework in Internal Contro! — Integrated Framework issued by the Committee of
Sponsorlng Organrzatrons of the Treadway Commission. Based on evaluatlon under the framework in

" Internal Control— fntegrated Framework, management concluded that mternal control over financial reperling
" was effectlve ‘as of December 31, 2006. Management's assessment of the effectlveness of our internal

control over f nancial reportlng as of December 31, 2006 has been audited by KPMG LLP, an independent
regrstel ed publlc accounting firm, as stated tn their report which is included herein.

Changes in Internal Control Over Financial Reporting

Deltrc s management, with the Chief Executive Officer and Chief Financial Officer, have evaluated any
changes in the Companys internal control over fi nancial reporting that occurred during the Company's most
recent fiscal quarter (the[Companys fourth quarter in the case of an annual]report) and have concluded that
there was no,change to Deltic's internal control over financial reporting that has materially affected, or is
reasonabty likely to matenally affect, Deitic's internal control over financial reporting.

Item 9B. Other Inform:ittion

None.
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Iltem 10. Directors and Executive Officers of the Registrant

The sections entltled "Nominees For Electlon as Dlrectors" "Directors|Whose Term of Office
Continue”, and "Committees of the Board of Directors" appeanng in the Registrant's proxy statement for the
annual meeting of shareholders to be held on April 26,2007, sets forth certamtmformahon with respect to the.
directors of the registrant, mcludlng directors who serve ontthe Company's Audit Committee and who have
been designated an Audit ICornmuttee financial expert and is incorporated herem by reference. Certam
information with respect to persons who are or may be' deemed to be executwe officers of the Registrant is set
forth under the caption “Executive Officers of the Reglstran]t" in Part | of this report.

The sections entitled "Procedures for Stockholder Nommatlons and Proposals” and * ‘Corporate
Governance” appearing m]the Registrant's proxy statement for the annual meetmg of stockholders to be held
April 26, 2007 sets forth certain information respectlvely in regards to applicable procedures for stockholders

to submit director nomlnattons and proposals and the Companys Code of Business Conduct and Ethics and
incorporated herein by reference ! |

|
|
Item 11. Executive Com'pensation ]l

w

Informatlon requnred by this Item will be contained m the Registrant's proxy statement for the annual
meeting of stockholders to'be held on April 26, 2007, to be ﬁted not later than 120 days following the end of
the Registrant's fiscal year,ended December 31 |2006 WhICh will set forth certam information with respect to
executive compensation of the Registrant and is mcorporated herein by reference.

|
!

|
, !
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| ;
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Item 12. Security Ownership of Certain Beneficial Owners and Management ant
Matters

|
|
|

Related Stockholder

lnformatlon requwed by this Item will be contained in the Registrant's|proxy statement for the annual
meeting of stockholders to be held on April 26, 2007, to be filed not later than 120 days following the end of
the Registrant's fiscal year ended December 31, 2006 which will set forth certain mformatlon with respect to
security ownershlp of cert;aln beneficial owners and management of the Registrant and is incorporated herein

by reference.
i .
The fo_Ilowing table sets forth information as of December 31, 2006, with respect to Deltic common
stock issuable under the Company's compensation plans.
I !
" Number of Weighted + Number of securities
l | securities to average i remaining available for
] ! be issued upen exercise price i future issuance under
o exercise of of all outstanding | equity compensation
O outstanding options, options, ,  plans [excluding
l warrants, or rights  warrants, or nghts, securities included in (a.})]
Plan Category (a.) (b.) | (c.)
, I
Equity compensation plans approved by
security holders | 255,031 $ 33.25 1,343,563
; l
Equity compensation plans not approved :
by security holders | | - - L -
o 255,031 $ 33.25 1,343.563
| ' |
"
Item 13. Certain Relati?nships and Related Transactions

lnformataon requrred by this Item will be contained in the Regrstrants proxy statement for the annual
meeting of stockholders to be held on April 26, 2007, to be filed not later than 120 days following the end of
the Reqlstlant s fiscal year ended December 31, 2006, which will set forth certaln mformat:on with respect to
certaln*relcltlonshlps and related transactions of the Registrant and is incorporated hereln by reference.

Item 14, Principal Alcc:ountant Fees and Services
lnlormatlon requwed by this ltem will be contained in the Registrant’ s proxy statement for the annual
meeting to be held on Apnl 26, 2007, to be filed not later than 120 days following the|end of the Registrant's

fiscal year ended December 31, 2006, which will set forth certain information with respect to principal account
fees and services and is incorporated herein by reference.
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Iltem 15.  Exhibits and Financial Statement Schedules;i
1 ’ ! i
a. Financial Stalltements, Schedules and Exhibits.

1. Consolidated Financial Stater:nents.: |

Consolidated Balance Sheets; - December 31, 2006 and 2005.
1

Consolldated Statements of Income for the Years Ended December 31, 2006, 2005, and
2004. '
| |
Consohdated Statements of Cash Flows for the Years Ended December 31, 2006, 2005,
and 2004 ‘ )

Consolldated Statements of Stockholdere' Equity for the Years Ended December 31, 2006,

2005, and 2004, |

l
Consohdated Statements of Comprehens!we Income for the Years Ended December 31,
2006, 2005 and 2004. ) j

Notes to| Consolidated Financial Statements including Consolidated Quarterly Income
Informatton (unaudited). | |
i 1 |

Report of Independent’ Reglstered Pubilc’Accountlng Firm on Consolidated Financial
Statements. i
|
Report of Independent Reg1stered Publlc Accounting Firm on Internal Cantrol Over Financial
Repomng

‘ 1
| .

2. Fmanmal Statement Schedule's. o

Fmanmal Statements of DeI-Tm Fiber L. L!C , an affiliate accounted for by the equity method,
which constltuted a significant, subSIdlary for the years ended: December 30, 2006)and
December 31, 2005. ‘I '

!
All other f‘ nancial statement schedules are omitted because either they are not applicable or

the requwed information is mcluded in the!consolidated fi nancial statements or notes thereto.

! !
3. Exhibits.] | ‘ ,

| |
| j :
! 3 Articles of Incorporation and Bylav|vs.
[

3.1 Amended and Restated Certlflcate of Incorporation of Deltic Timber Corparation
as of December 17, 1996 (mcorporated by reference to Exhibit 3.1 to Registrant's
Annual Report on Form 10-K for the year ended December 31, 1996).

| A

3.2 Amended and Restated Bylaws of Deltic Timber Corporatlon (mcorporated by
reference to Exhibit 3. 2 to Reglstrant s Annual Report on Form 10-K for the year
ended December 31, 1996) f

|

| |
| N
. X
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10.1

10.2

10.3

10.4

10.5|

10.6

10.7

10.8

10.9

10.1

10.1

101

Instruments Defining the Rights of Security Holders.
)

Rights Agreement dated;as of December 11, 1996, |between Deltic Timber
Corporation and Harris Trust and Savings Bank, as;Rights Agent {incorporated by
reference to Exhibit 4 to Registrant's Annual Report on Form 10-K for the year
ended December 31, 1996, and subsequently amended W|th Amendment No. 1
dated October 15, 1998 ‘and Amendment No. 2 dated October 19, 2006).

Material contracts,

Deltic Timber Corporation-2002 Stock Incentive Pla:n (to the
Registrant's Current Report on Form 8-K dated October 18,

Exhibit 10.1 to
2008).

Distribution Agreement (incorporated by reference Io Exhibit 10.2 to Registrant’s

Annual Report on Form 10-K for the year ended December
1

fTax Sharing Agreement (incorporated by reference to Exhit
Annual Report on Form 10-K for the year ended December

Credit facility dated December 19, 1996 (mcorporated by re

31, 1996).

it 10.3 to Registrant's

31, 1996).

ference to Exhibit 10.4

to Registrant's Quarterly. Report on Form 10-Q for the quarter ended September 30,

1997).

Certificate of Designatioh of the Cumulative Redeemable Preferred Stock, 7.54%
Senes ($.01 Par Value), of Deltic Timber Corporatlon (mcorporated by reference
to Exhibit 10.5 to Registrant's Annual Report on Form 10-K for the year ended

December 31, 1997).

Fiber Supply Agreement dated February 21, 1995, W|th Del;

Tin Fiber L.L.C.

(mcorporated by reference to Exhibit 10.2 to Reglstrant's Registration of Securities

Report on Form 10Q).

Note Purchase Agreement dated December 18, 1998 {inco

porated by reference to

Exhlblt 10.7 to Registrant's Annual Report on Form 10-K for the year ended

December 31, 1998). '

Selective Sections of Del-Tin Fiber L.L.C.'s Project:Credit Agreement dated

Report on Form 10-K for the year ended Decembe;' 31,199

Exhibit 10.9 to Registrant's Quarterly Report on Form 10-Q
June 30, 2001.)

December 31, 2002).
Form 10-Q for the quarter ended September 30, 2003).
related to the Del-Tin Flber Credit Agreement dated August

by reference to Exhibit 10 12 to Registrant's Annual Report
year ended December 31, 2004).

91

November 23, 1998 (mcorporated by reference to Exhibit 10.8 to Registrant's Annual

8).

Revolving Credit Agreement dated June 20, 2001 (mcorporated by reference to

for the quarter ended

|
Note Purchase Agreement dated December 20, 2002, {incorporated by reference to
Exhibit 10.10 to Registrant's Annual Report on Form 10-K for the year ended

First Amended and Restated Revolving Credit Agreiaement dated September 30,
2003 (incorporated by reference to Exhibit 10.11 to Reglstrant s Quarterly Report on

Guarantee Agreement between Deltic Timber Corporation and SunTrust Bank

26, 2004 (incorporated
on Form 10-K for the



10.13
10.14
10.15

10.16
10.17
10.18
10.19
10.20
21

23

231

23.2
311
31.2

32

99

Exhibits other than those Irsted above have been omitted since they either are not
required or are not applicable.|

i gy

|

|

!

| o

: . | I
Annual Incentive Compensatlon Plan (incorporated by reference to Exhibit 10.13 to

Reglstrant's Current I}eport on Form 8-K dated October 18, 2006).

Non Qualified Stock Optron Form (incorporated by reference to Exhibit 10.14 to
Reglstrant s Current Report on Form 8-K dated October 18, 20086).

Restricted Stock Award Agreement and Stock Power (incorporated by reference to
Exhibit 10.15 to Regrstrant's Current Report on Form 8-K dated October 18, 2006).
Performance Based Restrlcted Stock Award Agreement and Stock Power

{incorporated by reference to Exhibit 10.16 to Reglstrant's Current Report on Form
? K dated October 18 2006)

Change-in-Control and Involuntary Severance Agreement with CEOQ (incorporated by
reference to Exhibit 10.17 to iFtegrstrent‘s Current Report on Form 8-K dated

October 18, 2006). |

| 1

Change-in-Control Ag‘reement wrth CEO Direct Reports {incorporated by reference
to Exhibit 10.18 to Regrstrant ] Current Report on Form 8-K dated October 18,
2006) ‘ l

|
Revolving Credit Agreement dateld September 9, 2005 (incorporated by reference to
Exhibit 10.19 to Registrant’s Quarterly Report on Form 10-Q for the quarter ended
September 30, 2005). I -

| |
Deltrc Timber Corporation Supplemental Executive Retrrement Plan {incorporated
by reference to Exhibit 10.20 to the Registrant's Current Report on Form 8-K dated
October 18, 20086). L !

Submd:anes of the Relgistrant, inc’luded eisewhere herein.
| ||

Consents of Independent Registered Public Accounting Firm.

Consent of Independent Regrstered Public Accounting Firm related to reports on
f‘ nancial statements and internal control over financial reporting of Deltic Timber
Corporatron mcluded elsewhere hereln

I
Consent of Independent Registered Public Accountlng Firm related to report on
financial statements 01: Del-Tin F iber L.L.C., included'elsewhere herein.
' !

¢hief Executive Officeir Certification Required by Section 302 of the Sarbanes-Oxley
Act of 2002, i |
J
Chief Financial Offlcer| Certifi catron Required by Section 302 of the Sarbanes-Oxley
Act of 2002. |

! i

Certification Required by Section 906 of the Sarbanes-Oxley Act of 2002,

Form 11-K, Annual Re‘port for the|fiscal year ended December 31, 2006, covering
Thnft Plan of Deltic Timber Corporatlon To be filed as an amendment of thrs
Annual Report on Form 10- K not later than 180 days after December 31, 20086.

|
I
|
|
[
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! SIGNATURES

il
Pursuant to the requ;rements of Section 13 or 15(d) of the Securities Exchange Act ot 1934, the registrant
has dul)r caused this repo:l't to be signed on its behalf by the undersigned, thereunto duly authortzed

DELTIC TIMBER COFﬂPQRATION
J

By_- . /s/RayC. Dill’on | Date: March 8, 2007
Ray C. Dillon, Preslident

|
Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
on March 8, 2007 by ttl1e following persons on behalf of the registrant and in the capacities indicated.

!

i

/s/Robert C. Nolan /slJ. Thurston Roach
Robert-C. Nolan, Chalirm;an and Director J. Thurston Roach, Director
1
/s/Ray C. Dillon /s/O. H. Darling, r.
Ray . Dillon, Pre3|dent and Chief O. H. Darling, Jr., Director

Executive Offi cer[and Director
(F’rlnupal Execu]twe Officer)

|
/s/R. Madison Murphy /siJohn G. Shealy

R. Madison Murp?y, Director John C. Shealy, Director
-
;
/s/R. Hunter Pierson, Jr. fsiClefton D. Vaughan
R."Hunter Piersor‘i, Jr., Director Clefton D. Vaughan, Vlce President,

| Treasurer and Chief Fmanmal Officer
(Principal Financial Offi icer)

b

.
_{s(Christoph Keller, Il /s/Kenneth D. Mann
Christoph Keller, I, Director Kenneth D. Mann, C:ontroller
| {Principal Accounting Officer)
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